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FINANCIAL-COMPLIANCE  AUDITS 


Financial-compliance  audits  are  conducted  by  the  Office  of  the  Legislative  Auditor  to  deter- 
mine if  an  agency's  financial  operations  are  properly  conducted,  the  financial  reports  are  pre- 
sented fairly,  and  the  agency  has  complied  with  applicable  laws  and  regulations  which  could 
have  a  significant  financial  impact.  In  performing  the  audit  work,  the  audit  staff  uses  stand- 
ards set  forth  by  the  American  Institute  of  Certified  Public  Accountants  and  the  United  States 
General  Accounting  Office.  Financial-compliance  audit  staff  members  hold  degrees  with  an 
emphasis  in  accounting.  Most  staff  members  hold  Certified  Public  Accountant  (CPA)  cer- 
tificates. 

The  Single  Audit  Act  of  1984  and  OMB  Circular  A-128  require  the  auditor  to  issue  certain 
financial,  internal  control,  and  compliance  reports  regarding  the  state's  federal  financial 
assistance  programs,  including  all  findings  of  noncompliance  and  questioned  costs.  This 
individual  agency  audit  report  is  not  intended  to  comply  with  the  Single  Audit  Act  of  1984 
or  OMB  Circular  A-128  and  is  therefore  not  intended  for  distribution  to  federal  grantor 
agencies.  The  Office  of  the  Legislative  Auditor  issues  a  statewide  biennial  Single  Audit 
Report  which  complies  with  the  reporting  requirements  listed  above.  The  Single  Audit  Report 
for  the  two  fiscal  years  ended  June  30,  1993  has  been  issued.  Copies  of  the  Single  Audit 
Report  can  be  obtained  by  contacting: 

Office  of  the  Legislative  Auditor 
Room  135  State  Capitol 

PO  Box  201705 
Helena  MT  59620-1705 


MEMBERS  OF  THE  LEGISLATIVE  AUDIT  COMMITTEE 


Senator  Greg  Jergeson,  Chairman 
Senator  Gerry  Devlin 
Senator  Eve  Franklin 
Senator  Tom  Keating 


Representative  John  Cobb,  Vice  Chairman 
Representative  Ernest  Bergsagel 
Representative  A.  R.  "Toni"  Hagener 
Representative  Robert  Pavlovich 


STATE  OF  MONTANA 


(^tfitt  nxl  i\tt  "^t^isirdbxt  ^nh-iias 


STATE  CAPITOL 

PO  BOX  201 705 

HELENA,  MONTANA  59620-1705 

406/444-3122 

FAX  406/44-^-3036 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


January  1995 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Board  of  Investments 
(board)  of  the  Department  of  Commerce  for  the  fiscal  year  ending  June  30,  1994. 
Included  in  this  report  are  recommendations  addressing  increasing  investment 
income  on  coal  severance  tax  accounts,  improving  compliance  with  legal  limits  on 
STIP  accounts,  implementing  controls  over  access  to  electronic  accounting  data, 
improving  accounting  controls  and  recording  transactions  as  required  by  state  law. 
The  board's  written  response  to  the  audit  recommendations  is  included  at  the  end 
of  the  audit  report. 

We  thank  the  Executive  Director  and  his  staff  for  their  assistance  and 
cooperation. 


Respectfully  submitted. 


Scott  A.'beaca 
Legislative  Auditor 
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Summary  of  Recommendations 


The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  board's  response  thereto,  and  a  reference  to  the  supporting  comment-. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


Recommendation  #5 


Recommendation  #6 


We  recommend  the  board  revise  STIP 
application  procedure  to  include 
documentation  of  statutory  authori- 
zation for  STIP  investments 8 

Agency  Response:  Concur.  See  page  F-3. 

We  recommend  the  board  work  with  the 
Department  of  Revenue  and  the  Depart- 
ment of  Natural  Resources  and  Conser- 
vation to  increase  the  investment  earn- 
ings on  the  debt  service  reserves  main- 
tained by  the  departments  in  the  coal 
severance  tax  funds 9 

Agency  Response:  Concur.  See  page  F-3. 

We  recommend  the  board  limit  the  term  of 

CRP  notes  to  five  years  as  required  by 

state  law 10 

Agency  Response:  Concur.  See  page  F-3. 

We  recommend  the  board  ensure  costs 

are  properly  allocated  between  its 

proprietary  funds  in  compliance  with 

state  law 11 

Agency  Response:  Concur.  See  page  F-3. 

We  recommend  the  board  establish 

procedures  to  record  its  financial 

activities  on  SBAS  in  compliance 

with  state  law 13 

Agency  Response:  Concur.  See  page  F-4. 

We  recommend  the  board  implement 

procedures  to  ensure  access  to 

accounting  data  is  restricted  to 

current  employees  with  a  need  to 

access  the  data 15 

Agency  Response:  Concur.  See  page  F-4. 


Page  V 


Summaiy  of  Recommendations 


Recommendation  #7 


We  recommend  the  board  assign  staff 

responsibility  for  completion  of  timely 

reconciliation  between  accounting  records 

of  the  state  and  custodial  bank 17 
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Agency  Response:  Concur.  See  page  F-4. 


Recommendation  #8 


We  recommend  the  board  consider  adoption 

of  industry  standards  for  the  completion 

and  release  of  the  annual  audited  financial 

statements 18 


Agency  Response:  Concur.  See  page  F-4. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Montana 
Board  of  Investments'  (board)  investment  and  economic  develop- 
ment activities  for  the  fiscal  year  ended  June  30,  1994.   Article 
VIII,  section  13,  of  the  Montana  Constitution  requires  an  annual 
audit  of  the  board  and  this  report  represents  compliance  with  the 
annual  audit  requirement.  The  objectives  of  the  audit  were  to: 


1.  Determine  if  the  board  complied  with  applicable  laws  and 
regulations. 

2.  Review  the  board's  management  and  investment  accounting 
control  systems  and  make  recommendations  for  improve- 
ments. 

3.  Determine  if  the  board's  financial  statements  fairly  present, 
in  conformity  with  generally  accepted  accounting  principles 
(GAAP),  the  financial  position  and  results  of  operations  for 
the  fiscal  year  ended  June  30,  1994. 

4.  Determine  the  implementation  status  of  the  prior  audit 
recommendations. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  cost,  if  significant,  of  implementing  the  recom- 
mendations made  in  this  report.   Areas  of  concern  deemed  not  to 
have  significant  effect  on  the  successful  operations  of  the  board 
are  not  specifically  included  in  this  report,  but  have  been  dis- 
cussed with  the  executive  director  and  his  staff. 


Background 


The  board,  originally  created  in  1971,   is  attached  to  the 
Department  of  Commerce  for  administrative  purposes.  The 
board  consists  of  nine  members  appointed  by  the  governor  and 
confirmed  by  the  Senate. 


The  board  employs  an  executive  director  and  an  investment 
officer  who  in  turn  hire  and  manage  board  staff.  The  staff 
advise  the  board,  implement  its  decisions,  and  perform  daily 
investment,  economic  development  and  recordkeeping  functions. 
Board  personnel  recover  the  cost  of  administering  and  account- 
ing for  each  investment  fund's  activity  by  deducting  an  adminis- 
trative charge  from  each  fund's  investment  income. 
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The  board  directs  the  investment  of  state  funds  in  accordance 
with  the  constitution  and  laws  of  the  state.  The  board  admin- 
isters the  investment  program  under  the  "prudent  expert  prin- 
ciple" which  requires  an  investment  manager  to: 

1.  Discharge  his  duties  with  the  care,  skill,  prudence,  and 
diligence,  under  the  circumstances  prevailing,  that  a 
prudent  person  in  a  like  capacity  with  the  same  resources 
and  familiarity  exercises. 

2.  Diversify  the  holdings  of  each  participating  fund  to  mini- 
mize the  risk  of  loss  and  to  maximize  the  rate  of  return. 

3.  Discharge  his  duties  solely  in  the  interest  of  and  benefit  for 
the  funds  forming  the  unified  investment  program. 


Inyestment  Management 
Programs 


There  are  four  major  investment  management  programs  within 
the  board's  operations.  "All  Other  Funds"  (AOF)  is  a  combina- 
tion of  approximately  30  agencies'  investments  which  the  board 
manages  on  their  behalf.  The  investments,  generally  long-term 
in  nature,  are  managed  to  produce  steady  yields  over  a  long 
period  of  time. 


The  "Short-Term  Investment  Pool"  (STIP)  provides  a  short-term 
investment  vehicle  to  state  or  local  government  investors.  There 
is  a  fixed  $100  unit  value  for  STIP.  The  purpose  of  STIP  is  to 
provide  the  highest  possible  return,  yet  maintain  a  highly  liquid 
position.  The  short-term  investment  portfolio  is  managed  by  the 
board,  and  participants  may  purchase  or  sell  units  on  a  daily 
basis. 

The  "Montana  Common  Stock  Pool"  (MTCP)  is  an  investment 
pool  designed  to  allow  authorized  agencies  to  participate  in  the 
equity  market  through  a  diversified  pool.  The  Montana  Con- 
stitution authorizes  only  retirement  funds  and  endowment  funds 
to  invest  in  private  corporate  capital  stock. 

The  "Montana  Convertible  Pool"  (MTCVP)  allows  participants  to 
invest  in  convertible  securities.  The  owner  of  a  convertible 
security  has  the  right  to  exchange  that  security  for  other 
securities  of  the  issuer  or  of  another  issuer.  On  March  1,  1993 
all  convertible  debt  securities  held  in  AOF  were  transferred  to 
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MTCVP.  The  Public  Employees'  and  Teachers'  Retirement 
Systems  participated  in  the  pool  during  fiscal  year  1993-94. 


Economic  Development 
Pn^rams 


According  to  the  objectives  outlined  in  state  law,  the  board 
administers  economic  development  programs  created  for  the  pur- 
pose of  strengthening,  diversifying,  and  stabilizing  the  Montana 
economy  and  increasing  Montana  employment  and  business 
opportunities.  The  following  paragraphs  describe  these  pro- 
grams. 


Mortgage  Loan  Program 


The  Mortgage  Loan  Program  invests  public  moneys  in  Montana 
through  purchase  of  mortgage  loans.  There  are  four  types  of 
mortgages  purchased  under  this  program:   conventional 
residential,  federally  guaranteed  residential,  multifamily,  and 
commercial  buildings.   Applications  are  reviewed  by  the  board 
using  Federal  Home  Loan  Mortgage  Corporation  standards. 
Purchased  loans  costing  over  $250,000  are  approved  by  the 
board.   As  of  June  30,  1994,  the  board's  records  reflect  loans 
with  a  balance  of  $99,775  million.   This  activity  is  included  in 
the  "All  Other  Funds"  financial  statements. 


Coal  Tax  Loan  Program 


The  Coal  Tax  Loan  Program  invests  up  to  25  percent  of  the 
Permanent  Coal  Tax  Trust  Fund  in  the  Montana  economy.  The 
board  purchases  loans  from  approved  financial  institutions  to 
finance  the  acquisition  of  land,  buildings,  or  equipment  and  to 
provide  working  capital.  The  Coal  Tax  loans  are  included  in  the 
"All  Other  Funds"  financial  statements. 


Economic  Development 
Bond  Program 


The  purpose  of  the  Economic  Development  Bond  program  is  to 
increase  job  opportunities  and  retain  existing  jobs  by  making 
funds  available  for  development  of  industrial,  commercial, 
manufacturing,  natural  resource,  agricultural,  livestock, 
recreational,  tourism,  and  health  care  industries.  The  following 
paragraphs  describe  the  bond  programs  established  to  meet  this 
objective. 
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Pooled  Industrial  Development  Bond  Program 
This  program  provided  businesses  satisfying  program  require- 
ments with  access  to  the  tax-exempt  bond  market.   The  Pooled 
Program  is  currently  inactive  due  to  changes  in  federal  tax  law 
passed  in  1986.   Board  officials  believe  the  Pooled  Program  can 
no  longer  provide  useful  financing,  so  there  are  no  plans  for 
issuing  further  bonds  under  the  program.   Approximately 
$5,425  million  of  debt  exists  at  June  30,  1994  from  previous 
bond  issues. 

Conservation  Reserve  Enhancement  Program  (CRP) 
This  program  allows  farmers  to  receive  a  lump  sum  amount  in 
return  for  assignment  of  their  federal  CRP  contract  to  the  board. 
The  board  purchased  new  CRP  contracts  using  Coal  Tax  Trust 
Fund  moneys  during  fiscal  year  1993-94  by  issuing  bond  antici- 
pation notes.   Total  bond  anticipation  notes  outstanding  at 
June  30,  1994  were  $3,697  million. 


Municipal  Finance 
Consolidation  Act  Program 


The  purpose  of  the  Municipal  Finance  Consolidation  Act 
program  is  to  reduce  marketing  and  interest  costs  and  to  provide 
additional  security  for  the  debt  instruments  of  local  government 
units  by  creating  a  means  for  pooling  those  debt  instruments. 
The  following  paragraphs  describe  the  bond  programs 
established  to  meet  this  objective. 


Intermediate  Term  Capital  Pool  (INTERCAP)  Program 
This  program  finances  intermediate  term  (two  to  five  years) 
capital  needs  of  local  governments  by  lending  for  vehicles, 
equipment  and  property  improvements.  The  board  pools  bor- 
rowing needs  of  various  local  governments  and  issues  bonds  to 
finance  these  projects.   Local  government  participants  pay  the 
cost  of  issuance.   The  board  issued  $7.5  million  in  bonds  under 
this  program  in  fiscal  year  1993-94. 

Irrigation  District  Pooled  Loan  Program 

This  program  allowed  certain  Montana  irrigation  districts  to  take 
advantage  of  a  federal  government  offer  to  prepay  outstanding 
Bureau  of  Reclamation  loans  at  a  substantial  discount. 
Approximately  $5  million  of  debt  exists  at  June  30,  1994  from 
the  program's  previous  bond  issuance. 
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School  District  Pool  Refunding  Program 

Under  this  program,  participating  school  districts  may  refinance 
their  outstanding  general  obligation  bonds  to  lower  interest  costs. 
The  board  did  not  issue  bonds  under  this  program  in  fiscal  year 
1993-94.   Approximately  $4,516  million  of  debt  is  outstanding  at 
June  30,  1994  from  previous  bond  issuances. 

Additional  information  concerning  bonds  issued  by  the  board 
appears  in  the  Enterprise  Fund  and  financial  statements  on  pages 
E-5  through  E- 15. 


Additional  Bond 
Programs 


The  board  administers  two  additional  bond  programs  which  are 
not  included  in  the  Enterprise  Fund  financial  statements 
because  the  bond  issuances  do  not  constitute  an  obligation  of  the 
board.  The  following  paragraphs  describe  these  bond  programs. 


No-Commitment  Debt  Program 

This  program  allows  certain  businesses  to  obtain  money  by 
issuing  tax-exempt  stand-alone  industrial  development  bonds. 
Under  this  program,  the  board  does  not  extend,  either  directly  or 
indirectly,  credit  or  funds  to  program  users  but  serves  as  the 
legal  conduit  into  the  tax-exempt  bond  market.   The  board 
issued  $1 18.6  million  in  stand-alone  bonds  during  fiscal  year 
1993-94.  Stand-alone  bonds  are  not  liabilities  of  the  state  of 
Montana  because  assets  and  revenues  of  private  companies  are 
pledged  to  repay  the  bonds. 

Payroll  Tax  Bonds 

The  board  issued  payroll  tax  bonds  for  the  purpose  of  funding 
the  cost  of  paying  and  administering  claims  related  to  the 
unfunded  liability  of  the  Workers'  Compensation  Program.   The 
bonds  are  payable  from  Old  Fund  liability  tax  revenues  collected 
by  the  Department  of  Revenue.   In  October  1993,  the  board 
issued  $32.5  million  in  variable  rate  bonds  secured  by  Old  Fund 
liability  tax  revenue.  The  debt  is  reflected  on  the  financial 
statements  of  the  State  Compensation  Insurance  Fund. 
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Prior  Audit  Recommendations 


Prior  Audit  Our  prior  audit  report,  issued  for  the  fiscal  year  1992-93, 

Recommendations  contained  three  recommendations.  The  board  implemented  the 

recommendation  related  to  reporting  arbitrage.   The  board  did 
not  implement  the  other  two  recommendations.  The  issue 
pertaining  to  recording  Enterprise  Fund  activity  on  the  state's 
accounting  records  at  fiscal  year-end  is  discussed  on  page  1 1 . 
The  board  intends  to  seek  legislation  to  revise  section  19-1-602, 
MCA,  concerning  investment  of  balances  in  the  Social  Security 
Contribution  Account.   Since  the  board  has  proposed  a  solution 
to  the  issue,  we  make  no  further  recommendation  on  the  Social 
Security  Contribution  Account  in  this  report. 
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State  Compliance 


The  Board  of  Investments  administers  the  unified  investment 
program  established  by  the  Montana  Constitution.   State  statutes 
specify  board  powers  and  duties  related  to  the  investment  of 
state  funds.  The  following  five  sections  discuss  issues  pertaining 
to  compliance  with  state  laws  administered  by  the  board. 


STIP  Accounts 


The  board  operates  the  Short-Term  Investment  Pool  (STIP)  as  a 
means  for  agencies  to  invest  excess  cash  balances  of  certain 
accounts.  Section  17-6-202(2),  MCA,  limits  the  accounts  which 
can  receive  investment  earnings  to  treasury  fund  accounts  which 
are  specifically  authorized  by  law  or  by  provisions  of  a  grant  or 
gift  to  retain  investment  earnings.   We  traced  from  the  list  of 
accounts  participating  in  STIP  to  state  law  and  found  five 
accounts  for  which  state  law  did  not  provide  authority  to  receive 
earnings  from  cash  balances  in  the  account. 


Of  the  five  accounts  identified,  two  had  closed  the  STIP 
accounts  by  June  30,  1994  and  deposited  the  STIP  income  in  the 
General  Fund.  The  other  three  accounts  still  had  STIP 
investments  as  of  November  1994.  These  accounts  earned  $4,704 
in  STIP  income  during  fiscal  year  1993-94.   State  law  requires 
the  income  from  the  investment  of  cash  balances  in  accounts 
which  do  not  have  authority  to  invest  them  be  deposited  in  the 
General  Fund. 

Board  personnel  require  state  agencies  to  file  an  application  and 
agreement  to  participate  for  each  account  participating  in  STIP. 
The  form  asks  the  agency  to  attest  it  is  legally  authorized  to  be  a 
participant  in  STIP.  The  form  does  not  require  the  agency  to 
certify  or  list  its  statutory  authority  to  invest  the  funds  in  the 
account.    According  to  board  management,  board  personnel  rely 
on  the  agency  to  determine  whether  an  account  has  authority  to 
participate. 

Section  17-6-201(4),  MCA,  states  the  board  has  primary 
authority  to  invest  state  funds  and  shall  direct  the  investment  of 
state  funds  in  accordance  with  the  laws  of  the  state.   By 
requiring  agencies  to  list  statutory  authority  for  accounts  to  be 
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invested  on  the  STIP  participation  form,  the  board  can  more 
readily  determine  whether  each  account  can  legally  participate  in 
STIP. 


Recommendation  #1 

We  recommend  the  board  revise  STIP  application  procedure 
to  include  documentation  of  statutory  authorization  for 
STIP  investments. 


Investment  of  Coal  Section  17-5-704,  MCA,  specifies  money  in  the  coal  severance 

Severance  Tax  Fund  tax  bond  fund,  the  coal  severance  tax  permanent  fund,  the  coal 

tax  income  fund  and  the  coal  severance  tax  school  bond 
contingency  fund  must  be  invested  in  accordance  with  invest- 
ment standards  for  coal  severance  tax  funds.   Income  from  all 
coal  severance  tax  funds  are  statutorily  appropriated,  85  percent 
to  the  General  Fund  and  15  percent  to  the  State  Equalization  Aid 
Account. 

Balances  in  the  coal  tax  bond  fund  and  the  school  bond 
contingency  fund  meet  bond  reserve  requirements  set  by  state 
law.  These  accounts  are  administered  by  the  Department  of 
Revenue  and  the  Department  of  Natural  Resources  (DNRC), 
respectively.   In  accordance  with  instructions  from  the 
administering  agencies,  board  personnel  have  invested  the 
account  balances  in  STIP. 

In  fiscal  year  1993-94,  the  required  coal  tax  bond  fund  reserve 
amount  was  $5,923,053.   In  late  November  1993,  $1,287,158  was 
transferred  from  this  reserve  to  make  debt  service  payments.   We 
noted  a  transfer  was  made  the  previous  year  in  the  same  month 
for  a  lesser  amount.  Since  a  transfer  is  made  only  once  a  year 
and  coal  tax  collections  are  deposited  in  the  bond  fund  30  days 
after  the  end  of  each  quarter,  we  believe  a  significant  portion  of 
the  coal  tax  bond  fund  reserve  could  be  invested  in  longer  term 
securities  rather  than  STIP.   For  example,  if  75  percent  of  the 
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reserve  had  been  invested  in  fiscal  year  1993-94  in  longer  term 
bonds  with  market  yields  of  5.5  percent  rather  than  at  the  annual 
average  STIP  interest  rate  of  3.54,  an  additional  $87,069  could 
have  been  earned  in  fiscal  year  1993-94  for  the  General  Fund 
and  the  State  Equalization  Aid  Account. 

The  School  Bond  Contingency  Fund  has  a  required  reserve 
balance  of  $2,166,735.   No  money  from  this  reserve  was  used  to 
pay  principal  and  interest  on  bonds  in  fiscal  year  1993-94.   If 
75  percent  had  been  invested  at  5.5  percent  rather  than  in  STIP, 
an  additional  $31,851  could  be  earned  each  year  for  the  General 
Fund  and  the  State  Equalization  Aid  Account. 

Although  state  law  established  four  component  funds  in  the  coal 
severance  tax  fund,  the  law  considers  these  components  as  a  unit 
for  investment  purposes.  Under  section  17-6-201(5),  MCA,  the 
board  has  the  responsibility  to  assist  agencies  in  determining  the 
amount,  the  timing  and  the  type  of  investment.  Board  personnel 
can  increase  investment  income  for  coal  severance  tax  funds  by 
considering  the  investment  of  these  funds,  including  liquidity 
requirements,  as  a  whole. 


Recommendation  #2 

We  recommend  the  board  work  with  the  Department  of 
Revenue  and  the  Department  of  Natural  Resources  and 
Conservation  to  increase  the  investment  earnings  on  the 
debt  service  reserves  maintained  by  the  departments  in  the 
coal  severance  tax  funds. 


CRP  Notes  The  Conservation  Reserve  Enhancement  Program  (CRP)  allows 

farmers  to  receive  a  lump  sum  amount  in  return  for  assignment 
of  their  federal  CRP  contract  to  the  board.  The  board's 
Enterprise  Fund  finances  the  purchase  of  CRP  contracts  by 
issuing  notes  to  the  Coal  Tax  Trust  Fund.   When  the  board  first 
issued  notes  for  this  program,  the  notes  were  one  year  bond 
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anticipation  notes.   The  board  now  issues  CRP  notes  for  the 
duration  of  the  CRP  contract  purchased. 

The  board  issues  CRP  notes  under  economic  development 
program  statutes.  Section  17-5-1506(4),  MCA,  limits  the 
maturity  of  notes  to  five  years  from  the  date  of  issuance.   We 
found  20  of  the  38  CRP  notes  held  by  the  Coal  Tax  Trust  Fund 
at  May  27,  1994  had  maturity  dates  in  excess  of  five  years  when 
issued.   Eleven  of  these  twenty  still  have  maturities  beyond  the 
five  year  limit. 

A  board  official  said  linking  of  the  note  maturity  date  to  the 
term  of  the  CRP  contract  reduced  the  paperwork  and  possibility 
of  errors  associated  with  reissuing  the  notes  annually.  The  five 
year  limit  was  not  considered  when  the  board  adopted  the 
procedure,  the  official  said. 


Recommendation  #3 

We  recommend  the  board  limit  the  term  of  CRP  notes  to 
five  years  as  required  by  state  law. 


Proprietary  Fund  Cost  Section  17-2-102(l)(b),  MCA,  defines  the  enterprise  and  internal 

Allocation  service  proprietary  funds.  The  law  describes  the  enterprise  fund 

type  as  accounting  for  operations  providing  services  to  the 
general  public  where  the  costs  are  to  be  recovered  through  user 
charges.   The  law  defines  an  internal  service  fund  account  as  one 
which  tracks  the  financing  of  goods  and  services  provided  by 
one  agency  to  other  state  entities  on  a  cost-reimbursed  basis. 
The  board  records  costs  associated  with  managing  investments 
for  other  entities  in  the  Internal  Service  Fund.  The  board 
records  revenues  and  costs  associated  with  its  economic 
development  and  municipal  finance  bond  programs  in  the 
Enterprise  Fund. 

The  board  reduced  rent  expense  charged  to  its  Investment 
Division  Internal  Service  Fund  and  increased  rent  expense  paid 
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by  its  Economic  Development  Enterprise  Fund  by  $30,000  at 
fiscal  year-end  1993-94.  The  adjustment  to  these  accounts  did 
not  properly  reflect  the  allocation  of  rent  costs  between  these 
accounts  as  calculated  on  the  board's  administrative  cost 
allocation  plan.   As  a  result,  rent  costs  in  the  enterprise  fund  are 
overstated  and  retained  earnings  are  understated  by  $30,000  at 
June  30,  1994. 


Board  personnel  attributed  the  transaction  to  accounting 
personnel  at  the  Department  of  Commerce.   Department 
personnel  made  the  entry  to  prevent  an  expenditure  in  excess  of 
appropriation  authority  in  the  internal  service  fund  account. 
However,  by  improperly  allocating  costs  to  the  enterprise  fund, 
the  transaction  violated  state  law.   Board  personnel  adjusted  the 
state's  records  in  the  following  fiscal  year  and  the  Enterprise 
Fund  financial  statements  reflect  proper  allocation. 


Recommendation  #4 

We  recommend  the  board  ensure  costs  are  properly 
allocated  between  its  proprietary  funds  in  compliance  with 
state  law. 


Accounting  Errors  Section  17-1-102,  MCA,  requires  all  state  agencies  to  input  to 

the  Statewide  Budgeting  and  Accounting  System  (SBAS)  all 
transactions  before  the  end  of  the  fiscal  year  which  are  necessary 
to  present  the  receipt,  use,  and  disposition  of  all  money  and 
property  for  which  the  agency  is  responsible  in  accordance  with 
generally  accepted  accounting  principles.  State  accounting 
policy  is  established  to  ensure  information  on  SBAS  complies 
with  generally  accepted  accounting  principles. 

The  board  records  Enterprise  Fund  transactions  on  SBAS.   Board 
personnel  prepare  the  Enterprise  Fund  financial  statements  from 
SBAS  with  adjustments.   During  the  process  of  preparing  the 
statements,  several  SBAS  errors  were  identified.   Although  board 
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personnel  identified  these  errors  and  entered  correcting  entries 
on  SBAS  in  fiscal  year  1994-95,  the  state's  accounting  records 
are  incorrect  at  fiscal  year-end  1993-94.   The  following 
paragraphs  describe  these  errors  and  their  effect  on  SBAS. 
Similar  errors  were  reported  in  our  last  audit  report. 

Board  personnel  did  not  complete  reclassification  of 
investments  with  an  original  maturity  of  three  months  or 
less  from  short-term  investments  to  cash  equivalents  to 
comply  with  state  accounting  policy.   As  a  result,  short- 
term  investments  were  overstated  and  cash  equivalents  were 
understated  by  $1,537,902  on  the  state's  accounting  records 
at  June  30,  1994. 

—      In  fiscal  year  1992-93,  the  board  reported  $983,156  of 
interest  receivable,  $703,000  of  short-term  investments, 
$138,506  in  advances  and  $793,709  in  accrued  interest 
payable.   According  to  board  personnel,  accounting  entries 
to  reverse  the  1992-93  accruals  were  not  made  before  the 
end  of  the  subsequent  fiscal  year.   Therefore,  the  amounts 
were  included  in  the  SBAS  balances  for  these  accounts  at 
fiscal  year-end  1993-94.   As  a  result,  the  accounts  were 
overstated  by  these  amounts  at  fiscal  year-end  1993-94. 

Under  generally  accepted  accounting  principles,  the  board 
should  classify  investments  and  bonds  payable  as  short-term 
if  they  mature  in  less  than  twelve  months.   In  fiscal  year 
1993-94,  board  personnel  did  not  adjust  SBAS  records  to 
reflect  short-term  investments  and  payables.   As  a  result, 
long  term  investments  were  overstated  and  short-term 
investments  were  understated  by  $1,569,042.   In  addition, 
long  term  bonds  payable  were  understated  and  short-term 
bonds  payable  were  overstated  by  $458,560. 

The  board  capitalizes  its  costs  of  issuance  and  recognizes 
these  expenses  over  the  life  of  the  outstanding  bonds. 
Board  personnel  did  not  capitalize  issuance  costs  for  the 
1994  Intercap  bonds.   As  a  result,  capitalized  cost  of 
issuance  was  understated  and  non-budgeted  expense  was 
overstated  by  $1 15,839  in  the  Enterprise  Fund  at  fiscal 
year-end  1993-94. 

In  our  last  report,  we  suggested  board  personnel  establish 
procedures  to  ensure  error  identification  and  correction  occurs 
on  a  regular  basis.   Bond  payments  usually  occur  according  to 
preset  schedules  and  investments  in  trustee  accounts  have  limited 
volatility.  Therefore,  board  personnel  may  be  able  to  perform 
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most  reclassification  adjustments  prior  to  June  30.   In  this  way, 
personnel  could  ensure  SBAS  account  balances  are  correct  at 
fiscal  year-end,  in  compliance  with  state  law. 


Recommendation  #5 

We  recommend  the  board  establish  procedures  to  record  its 
financial  activities  on  SBAS  in  compliance  with  state  law. 


Internal  Controls  On  December  1,  1993,  the  board  contracted  with  a  bank  to 

perform  custodial  banking  services  and  to  provide  on  line 
accounting  for  the  board's  portfolios.   Under  the  contract,  the 
custodial  bank  initiates  transactions  to  record  securities  income, 
payment  for  matured  and  called  bonds  and  securities  on  loan. 
Board  personnel  record  purchases  and  sales  of  securities  and 
activity  associated  with  mortgage  and  loan  investments. 

The  custodial  bank  has  control  procedures  to  ensure  the  integrity 
of  data  and  safekeeping  of  assets.   In  the  report  on  the  bank's 
controls  issued  by  the  service  center  auditor,  several  control 
procedures  to  be  implemented  by  users  of  the  bank's  system  are 
identified.   As  a  user  of  the  bank's  system,  the  board  is 
responsible  for  maintaining  certain  control  procedures  to  ensure 
controls  implemented  by  the  bank  remain  effective.   Among 
those  procedures  considered  critical  by  the  bank  for  users  to 
maintain  are: 

effective  controls  over  physical  and  electronic  access  to  the 
bank's  computer  system; 

timely  review  of  reports  provided  by  the  bank;  and 

timely  written  notice  to  the  bank  of  any  discrepancies 
noted. 

In  the  following  sections,  we  discuss  ways  in  which  internal 
accounting  controls  can  be  improved  by  the  board. 
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Access  to  Electronic  In  reviewing  computer  access  controls,  we  found  two  situations 

Accounting  Data  in  which  individuals  had  improper  levels  of  access  to  accounting 

data.   Each  situation  is  described  below. 

Three  employees  who  had  full  access  to  the  bank's 
accounting  system  terminated  employment  with  the  board. 
The  employees  had  access  to  accounting  records  after 
termination  dates,  in  one  case  for  27  days.   A  board  official 
said  the  board  did  not  have  specific  procedures  regarding 
ending  access  to  the  bank's  system  when  an  employee 
terminates.   Since  a  user  must  have  access  to  the  board's 
network  in  order  to  gain  access  to  the  bank's  system,  access 
can  be  restricted  by  closing  access  to  the  network,  the 
official  said. 

The  board's  network  security  officer  said  he  is  not  formally 
notified  when  an  employee  leaves,  but  usually  knows 
because  the  board  has  a  small  staff.  The  network  security 
system  requires  each  employee  to  change  passwords  every 
30  days  and  terminates  employee  access  if  the  password  is 
not  changed,  the  security  officer  said.   An  employee  can 
extend  access  for  an  additional  30  days  by  changing  the 
password. 

According  to  the  officer,  network  access  rights  could  be 
eliminated  on  the  termination  date,  but  this  is  not  always 
done.   By  not  having  a  procedure  to  remove  access  for 
terminated  employees,  the  board  has  increased  risk  of 
unauthorized  transactions  or  intentional  damage  to 
accounting  data. 

In  the  second  situation,  an  investment  officer  had  full 
access  to  the  bank's  accounting  system.   As  a  result,  the 
officer  was  in  a  position  to  initiate  a  transaction,  determine 
where  the  payment  would  be  made  and  adjust  the  board's 
accounts  at  the  custodial  bank.  The  officer  had  access  to 
both  the  assets  and  the  accounting  records.   In  such  a 
situation,  misappropriation  of  assets  could  occur  and  not  be 
detected  quickly  enough  to  recover  the  assets. 

Board  officials  said  the  investment  officer  received  access 
to  the  accounting  system  to  obtain  current  account 
information.  Data  on  reports  available  through  a  database 
run  a  day  behind,  officials  said.  We  found  by  questioning 
bank  personnel  that  the  officer  could  be  allowed  read  only 
access  to  the  accounting  system  rather  than  full  access.  In 
this  way,  the  need  for  current  data  could  be  met  without 
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compromising  segregation  of  accounting  and  asset  control 
functions.  At  the  request  of  board  management,  the  bank 
restricted  the  officer's  access. 

We  noted  board  personnel  did  not  have  written 
confirmation  of  the  level  of  access  requested  and 
established  on  the  bank's  accounting  system.   We  believe 
written  authorization  of  access,  signed  by  board  officials 
designated  as  having  this  security  function,  is  a  key  element 
of  accounting  system  security.  The  board  can  improve 
security  of  its  accounting  records  by  implementing 
procedures  for  written  access  authorization  and  removing 
access  of  terminated  employees. 


Recommendation  #6 

We  recommend  the  board  implement  procedures  to  ensure 
access  to  accounting  data  is  restricted  to  current  employees 
with  a  need  to  access  the  data. 


Untimely  Reconciliations  The  custodial  bank  listed  timely  review  of  reports  provided  by 

the  bank  and  timely  written  notification  of  discrepancies  as  key 
controls  for  users  of  its  accounting  system.   When  we  reviewed 
monthly  reconciliations  of  asset  cost  and  interest  receivable,  we 
noted  significant  delays  in  completing  the  reconciliations.   Nine 
of  eleven  interest  receivable  reconciliations  were  performed  two 
to  seven  months  late.  Of  three  asset  cost  reconciliations 
reviewed,  one  was  three  months  late  and  another  was  a  month 
late. 

Since  the  custodial  bank  initiates  income  transactions  for  most 
marketable  securities  and  for  payment  on  maturing  securities, 
reconciliations  are  essential  to  assure  entries  on  the  state's 
accounting  system  are  complete.   Both  board  personnel  and  their 
agency  customers  rely  on  this  information  in  making  investment 
decisions.   In  addition,  timely  reconciliations  would  detect  errors 
on  transactions  entered  initially  on  the  state's  records  and  then 
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submitted  to  the  custodian  for  portfolio  performance  purposes. 
Our  tests  detected  the  following  errors: 

Interest  income  on  coal  severance  tax  loans  and  mortgages 
recorded  on  the  bank's  system  did  not  agree  with  amounts 
recorded  on  the  state's  records.  The  bank's  records 
understated  income  in  three  accounts  by  $5,460,574, 
$7,434,944,  and  $5,166,656,  representing  nine  months 
worth  of  errors. 

Income  from  a  leveraged  buyout  received  by  the  board  in 
April  1994  had  not  been  recorded  on  the  bank's  records  by 
fiscal  year-end. 

The  errors  described  above  are  cases  where  the  bank's  records 
were  incomplete,  the  state's  records  were  correct,  and  board 
personnel  did  not  detect  the  problems  in  a  timely  manner.  Board 
personnel  also  adjusted  the  state's  records  after  the  close  of  the 
fiscal  year  to  reflect  transactions  made  by  the  bank  in  fiscal  year 
1993-94. 

Board  officials  attributed  the  delayed  reconciliations  to  several 
factors.   With  the  change  in  custodial  bank,  board  personnel  had 
to  learn  a  new  accounting  system.   For  nine  months  of  the  year, 
the  board  maintained  its  in  house  portfolio  management  system 
until  the  transition  to  the  custodial  bank's  system  was  complete. 
In  addition,  the  board  experienced  turnover  in  accounting 
positions  and  an  accountant  position  remained  vacant  throughout 
the  year.   An  official  said  the  board  did  not  have  the  staff  to 
perform  all  reconciliations  in  a  timely  manner  and  keep  up  with 
current  transactions. 

Another  official  indicated  the  situation  should  improve  in  future 
years  because  the  board  has  automated  the  download  of 
information  from  the  state's  and  the  bank's  accounting  systems 
to  the  reconciliation  worksheets.  The  automated  transfer  of 
information  saves  significant  amounts  of  staff  time  and  prevents 
additional  errors  caused  by  rekeying  data,  the  official  said.   In 
addition,  the  official  said  the  board  has  filled  its  accounting 
technician  position  and  will  hire  an  accountant  for  the  other 
vacant  position  later  in  the  fiscal  year.   We  believe  increased 
staff  and  automated  spreadsheets  should  enable  the  board  to 
perform  timely  reconciliations,  if  staff  assignments  reflect 
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management  has  assigned  a  high  priority  to  completion  of  timely 
reconciliations. 


Recommendation  #7 

We  recommend  the  board  assign  staff  responsibility  for 
completion  of  timely  reconciliation  between  accounting 
records  of  the  state  and  custodial  bank. 


Financial  Reporting  Article  VIII,  section  13  of  the  1972  Montana  Constitution 

requires  that  the  investment  program  be  audited  at  least 
annually.   Board  staff  completed  preparation  of  financial 
statements  for  fiscal  year  1993-94  five  months  after  the  end  of 
the  fiscal  year.   For  the  previous  fiscal  year,  financial  statements 
were  completed  four  months  after  the  end  of  the  fiscal  year. 
Industry  practice  for  investment  organizations  such  as  the  Board 
of  Investments  in  the  private  sector,  as  set  by  federal  regulations 
implementing  the  Investment  Company  Act  of  1940,  provides 
statements  should  be  prepared  and  released  within  60  days  of  the 
end  of  the  reporting  period. 

By  reporting  within  60  days,  the  board  would  provide 
information  that  could  be  used  by  customers  in  making 
decisions.   Portfolio  disclosures  would  be  current  enough  to 
include  securities  still  held  by  the  investment  pools.   In  addition, 
the  audited  financial  information  would  be  available  for  use  in 
the  budget  process  and  for  preparation  of  the  state's 
Comprehensive  Annual  Financial  Report  required  by  section  17- 
2-110,  MCA. 
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Findings  and  Recommendations 


Recommendation  #8 

We  recommend  the  board  consider  adoption  of  industry 
standards  for  the  completion  and  release  of  the  annual 
audited  financial  statements. 


Page  18 


Independent  Auditor's  Report  & 
All  Other  Funds  Financial  Statements 


Page  A-1 


Page  A-2 


STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


(^ftitt  jxt  iht  ^^^isktiirc  ^nhiinx 


STATE  CAPITOL 

PO  BOX  201 705 

HELENA,  MONTANA  59620-1705 

406/444-3122 

FAX  406/444-3036 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Investments  Managed  for  the  state  of 
Montana  Board  of  Investments,  All  Other  Funds,  as  of  June  30,  1994  and  1993,  and  the  related 
Statement  of  Investment  Income  and  Statement  of  Changes  in  Investments  Managed  for  the  two 
fiscal  years  then  ended.  These  financial  statements  are  the  responsibility  of  the  Board  of 
Investments'  management.  Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  statements  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  statements.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  statement  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  investments  managed  by  the  state  of  Montana  Board  of  Investments,  All  Other 
Funds,  as  of  June  30,  1994  and  1993,  and  its  investment  income  and  changes  in  its  investments 
managed  for  the  fiscal  years  then  ended  in  conformity  with  generally  accepted  accounting 
principles. 


Respectfully  submitted^ 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


December  1,  1994 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ALL  OTHER  FUNDS  FINANCLVL  STATEMENTS 

STATEMENT  OF  INVESTMENTS  MANAGED,  JUNE  30,  1994  AND  1993 

1994  1993 

Assets 

Investments  managed  at  current  value  (book  value  of 

$2,996,177,790  in  1994  and  $2,657,427,310  in  1993) 

(Notes  2  and  8)  $2,962,105,658  $2,845,261,731 

Net  unamortized  deferred  losses  on  bond  swaps  (Note  2)  659,840  311,212 

Interest  receivable  53,488,676  49,836,781 

Loans  receivable  (Note  2)  76,512.483  57.588.663 

Total  assets  3.092.766.657      2.952.998.387 

Liabilities 

Unrealized  gain  Qoss)                                                                             (34,072,131)        187,834,421 
Broker  payable  for  securities  purchased  but  not  settled  (Note  2)     0  10.000.000 

Totalliabilities  (34.072.131)        197.834.421 

Net  investments  managed  $3.126.838,788    $2,755.163.966 


STATEMENT  OF  INVESTMENT  INCOME 
FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1994  AND  1993 


Income 

Investment  income  $214,888,789  $226,583,340 

Realized  gain  on  sales  37,533,176  48,683,400 

Amortization/accretion  (9,002,738)  (3,524,826) 

Net  amortization  of  deferred  gains  on  bond  swaps  (Note  2)                   1,742,009  1.755.127 

Totalincmne  245.161.236  273.497.041 

Expenses 

Administrative  expenses  760.797  700.795 

Total  expenses  760.797  700.795 

Net  investment  income  $244.400.439  $272.796.246 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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1994 

1993 

$2,755,163,966 

$2,593,065,655 

$244,400,439 
(240.748.544) 

$272,796,246 
(276.724,686) 

3,651,895 

(3,928,440) 

(1,393,381) 
1,742.009 

10,000,000 

(7,442,237) 
1,755,126 

(10,000,000) 

348,628 

(5,687,111) 

33,657,996 

(14,734,177) 

(9,002,738) 

21,640,443 

(11.531.748) 

(3,524,826) 

7,747,813,359 
(7,400,060,141) 

18,923,819 

7,721,049,994 
(7,545,920.001) 

10,108,695 

347,753,218 

175,129,993 

$3,126,838,788 

$2,755,163,966 

STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ALL  OTHER  FUNDS  FINANCIAL  STATEMENTS 

STATEMENT  OF  CHANGES  IN  INVESTMENTS  MANAGED 
FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1994  AND  1993 


Net   investments  managed,  beginning  of  year 

Net  investment  income 
Income  remitted  to  agencies 

Increase  (decrease)  in  interest  receivable 
(Increase)  decrease  in  broker  payable  for  securities 

purchased  but  not  settled 
Net  bond  swap  gains/losses  incurred  during  the  year 
Net  amortization  of  deferred  bond  swap  gains/losses 

Increase  (decrease)  in  net  imamortized  gains/losses 

on  bond  swaps 
Increase  (decrease)  in  book  value  of  investments  due  to 

net  amortization  of  discounts  and  premiums 
Loan  purchases 
Loan  principal  collection 

Increase  (decrease)  in  loan  receivable 

Investments  purchased 

Investments  sold,  matured,  and  called 

Increase  (decrease)  in  book  value  of  investments  piu'chased 

Net  investments  managed,  end  of  year 


The  accompanying  notes  are  an  integral  part  of  these  flnancial  statements. 


NOTES  TO  FINANCIAL  STATEMENTS 
JUNE  30,  1994  AND  1993 

1.  HISTORY  AND  ORGANIZATION 

The  Board  was  created  by  an  act  of  the  Legislature  as  the  sole  authority  to  invest  and 
manage  state  funds  in  accordance  with  the  laws  and  Constitution  of  the  State  of  Montana. 
The  investments  and  income  therefrom  are  ovraed  by  various  State  of  Montana  agencies 
and  managed  on  their  behalf  by  the  Board.  The  Board  operates  under  the  "prudent  expert 
principle",  diversifying  holdings  of  each  fund  to  minimize  risk  of  loss  and  maximize  rate 
of  return. 

2.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Investments 

Investments  are  presented  in  the  Statement  of  Investments  Managed  at  current  value.  Book 
value,  parenthetically  disclosed,  represents  the  original  cost,  adjusted  for  discount  and 
premium  amortization  where  applicable.  Premiums  and  discounts  are  amortized  using  the 
straight-line  method  over  the  life  of  the  securities.  Discounts  associated  with  zero-coupon 
securities  are  amortized  using  an  interest  method.  An  average  life  of  eight  years  is  used 
for  amortization  of  mortgage  discounts. 
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Current  values  for  publicly  traded  securities  are  determined  primarily  by  reference  to 
market  prices  supplied  to  the  Board  by  various  brokerage  houses  and  pricing  services.  The 
investments  managed  relate  principally  to  investments  which  will  be  held  or  otherwise 
disposed  of  at  no  significant  loss  to  the  fund. 

Bond  Swaps 

Bond  swaps  involve  trading  one  security  for  another  security  having  the  same  par  value  for 
the  purpose  of  enhancing  portfolio  content  and/or  yield.  For  pension  funds,  the  Board 
defers  gains  and  losses  resulting  from  bond  swaps  and  amortizes  such  gains  and  losses  over 
the  shorter  of  the  remaining  life  of  either  the  bonds  sold  or  the  replacement  bonds 
purchased.  As  shown  in  the  accompanying  financial  statements  the  accumulated  net 
unamortized  deferred  loss  on  bond  swaps  was  $659,840  at  June  30,  1994  and  $311,212  at 
June  30,  1993.  This  increase  reflects  an  increase  in  deferred  losses  over  recent  years  due 
to  the  interest  rate  environment.  The  net  amortization  of  the  deferred  gains  on  bond  swaps 
for  June  30,  1994  was  $1,742,009  and  for  June  30,  1993  was  $1,755,127. 

Broker  Receivable/Payable 

All  Other  Fund  security  transactions  are  recorded  as  of  the  trade  date  rather  than  the 
settlement  date.  Because  of  this  generally  accepted  practice,  the  All  Other  Funds  portfolio 
at  June  30  includes  receivables  from  brokers  for  securities  sold  but  not  delivered  and 
payables  to  brokers  for  securities  purchased  but  not  received. 

Loans  Receivable 

The  loans  receivable  represent  commercial  loans  from  the  Permanent  Coal  Tax  Trust  Fund. 
As  of  June  30,  1994  and  1993,  there  were  no  uncollectible  account  balances. 

3.  SECURITIES  LENDING 

The  Board  has  an  agreement  with  the  custodial  bank  whereby  the  bank  lends  to  other 
entities  securities  managed  by  the  Board.  Chase  Manhattan  Bank  was  the  Board's 
custodial  bank  from  July  1,  1992  through  November  30,  1993,  while  State  Street  Bank  was 
appointed  the  Board's  custodial  bank  on  December  1,  1993.  During  the  period  the 
securities  are  on  loan,  the  Board  receives  a  fee  and  the  custodial  bank  must  maintain 
collateral  equal  to  102  percent  of  the  market  value  of  the  securities  on  loan.  The  Board 
retains  all  rights  and  risks  of  ownership  during  the  loan  period.  Securities  lending  income 
was  $587,631  for  fiscal  year  1994  and  $716,854  for  fiscal  year  1993.  At  June  30,  1994  and 
1993,  respectively,  $803,791,727  and  $567,893,513  in  securities  were  on  loan  to  other 
entities. 

4.  COAL  TAX  LOAN  AND  MORTGAGE  COMMITMENTS 

The  Board  makes  firm  commitments  to  fund  loans  from  the  Permanent  Coal  Tax  Trust 
Fund.    These  commitments  have  expiration  dates  and  may  be  extended  according  to  the 
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Board's  Administrative  Rules.  As  of  June  30,  1994  and  1993,  the  Board  committed  to 
purchase  loans  from  Montana  lenders  totaling  $23,888,794  and  $8,994,370,  respectively. 

In  fiscal  year  1994,  the  Board  began  making  firm  commitments  to  fund  mortgages  from  the 
Public  Employees'  and  Teachers'  retirement  funds.  As  of  June  30,  1994,  the  Board 
committed  to  purchase  mortgages  from  Montana  lenders  totaling  $7,733,647. 

5.  DIVESTMENT  LOSS 

In  January  1992,  the  Board  received  notice  of  a  bond  default  effective  January  1,  1992  on 
the  El  Paso  Electric  Lease  Obligation,  10.75%,  maturing  April  1,  2013.  At  book  value,  the 
Board's  investment  on  June  30,  1992,  amounted  to  $14,000,000.  The  Board  discontinued 
accruing  income  on  this  security  effective  October  1,  1991.  In  September  1992,  $9,000,000 
of  this  security  was  sold  at  book  value  incurring  a  loss  of  $2,918,750.  In  December  1992 
and  January  1993  the  remaining  $5,000,000  par  of  this  security  was  sold  at  book  value 
recording  a  loss  of  $1,450,000. 

6.  WARRANT  PURCHASE  COMMFTMENT 

On  August  20,  1992  and  September  17,  1993,  the  Board  committed  to  purchase  State  of 
Montana  Warrants  registered  against  the  General  Fund.  This  commitment  represents  a 
credit  enhancement  to  achieve  a  favorable  interest  rate  and  rating  on  the  Series  1992  and 
Series  1993  Tax  and  Revenue  Anticipation  Notes  (TRANS).  In  making  this  commitment, 
the  Board  received  commitment  fees  of  $203,400  on  October  1,  1992,  and  $133,350  on 
October  14,  1993.  The  Board,  the  Department  of  Administration,  and  the  Board  of 
Examiners  signed  the  respective  Warrant  Purchase  Agreements  on  October  1,  1992  and 
October  14,  1993.  The  Board  did  not  sign  a  Warrant  Purchase  Agreement  for  the  Series 
1994  TRANS. 

7.  COMMirMENT 

Subsequent  to  June  30,  1994,  the  Board  and  the  Montana  Health  Facility  Authority  entered 
into  capital  reserve  account  agreements  for  two  bonds  issues,  the  Montana  Developmental 
Center,  Series  1994,  and  the  Master  Loan  Program,  Series  A-D  of  Health  Care  Revenue 
Bonds.  In  accordance  with  the  agreement,  the  Board  irrevocably  committed  to  lend  the 
Montana  Health  Facility  Authority  funds  sufficient  to  ensure  timely  payment  of  the 
principal  and  interest  on  the  bonds.  The  loans,  if  necessary,  will  be  made  by  the  Board 
from  the  Permanent  Coal  Trust  Fund,  or  any  other  legally  available  funds  administered  by 
the  Board.  In  making  this  committment,  the  Board  received  commitment  fees  of  $117,900 
on  August  25,  1994,  and  $30,382  on  October  28,  1994. 

8.  INVESTMENT  RISK  CATEGORIES 

State  of  Montana  investments  are  categorized  on  the  following  page  to  give  an  indication 
of  the  level  of  risk  assumed  at  June  30,  1994  and  June  30,  1993.  Category  1  includes 
investments  that  are  insured  or  registered,  or  securities  that  are  held  by  the  Board  or  its 
agent  in  the  Board's  name.  Category  2  includes  uninsured  and  unregistered  investments, 
with  securities  held  by  the  counterparts  trust  department  or  agent  in  the  Board's  name. 
Long-term  investments  are  carried  at  book  value  and  short-term  investments  are  carried 
at  original  cost. 
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Risk  As  Of  June  30,  1994 
Long-Term  Investments 


Investment  Type 

Corporate  Bonds 
International  Bonds 
Government  Securities 
Mortgages 

Leveraged  Buy-Outs 
Venture  Capital 

Total  Long-Term  Investments 


Category  1 

$1,461,548,596 

115,397,078 

450,427,992 

99,775,485 

25,026,224 

18.515.688 


Category  2  * 

$   94,597,916 

12,546,123 

696,647,688 

0 

0 

0 


Carrying 
Amount 

$1,556,146,512 

127,943,201 

1,147,075,680 

99,775,485 

25,026,224 

18.515.688 


Market 
Value 

$1,537,442,394 

131,372,006 

1,111,508,186 

99,775,485 

40,848,000 

19.464.587 


2.170.691.063  803.791.727 

Short-Term  Investments 


2.974.482.790        2.940.410.658 


5,000,000 
16.695.000 

21.695.000 


5,000,000 
16.695.000 

21.695.000 


Money  Market  Savings                              5,000,000                            0 
Repurchase  Agreements  16.695.000  0 

Total  Short-Tenn  Investments  21.695.000  0 

Total  Investments  $2.192.386.063         $803.791.727      $2.996.177.790       $2.962.105.658 

♦  At  June  30,  1994,  these  securities  with  a  market  value  of  $766,348,345  were  loaned  under  a  securities 
lending  agreement  with  the  state's  agent. 


Investment  Type 

Government  Securities 
Corporate  Bonds 
International  Bonds 
Mortgages 
Venture  Capital 
Leveraged  Buy-Outs 
Corporate  Preferred  Stocks 

Total  Long-Term  Investments 


Government  Securities 
State  Fund  Loans  *** 
Repurchase  Agreements 

Total  Short-Term  Investments 

Total  Investmoits 


Risk  As  Of  June  30,  1993 
Long-Term  Investments 

Category  1  Category  2  *♦ 


$  312,584,279 
1,489,206,998 
89,868,656 
109,339,583 
16,008,783 
23,235,692 
11.909.806 

2.052.153.797 


$518,487,832 

49,025,681 

380,000 

0 

0 

0 

0 


Short-Term  Investments 

900,000  0 
13,000,000  0 
23.480.000  0 


37.380.000 


Carrying 
Amount 

$  831,072,111 
1,538,232,679 
90,248,656 
109,339,583 
16,008,783 
23,235,692 
11.909.806 


$2.089.533.797         $567.893.513 


900,000 
13,000,000 
23.480.000 

37.380.000 

$2.657.427.310 


Market 
Value 

$   881,724,298 

1,647,225,734 

104,200,267 

109,339,583 

18,345,680 

34,328,410 

12.713.259 


567.893.513        2.620.047.310        2.807.877.231 


904,500 
13,000,000 
23.480.000 

37.384.500 

$2.845.261.731 


•*  At  June  30,  1993,  these  securities  with  a  market  value  of  $599,177,046  were  loaned  under  a  securities 
lending  agreement  with  the  state's  agent. 

••*  The  State  Fund  loans  represent  interentity  loans  between  the  "old"  and  "new"  Workers' 
Compensation  fund.  In  accordance  with  Section  39-71-2354,  MCA,  the  loans  receivable  of  $13,000,000 
were  to  be  recorded  by  the  Board  of  Investments  bearing  interest  at  the  monthly  effective  earning  rate  of 
the  Short  Term  Investment  Pool  (STIP).   The  State  Fund  loans  were  paid  in  October  1993. 
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Independent  Auditor's  Report  &  Short-Term 
Investment  Pool  Financial  Statements 
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LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


STATE  OF  MONTANA 


STATE  CAPITOL 

PO  BOX  201705 

HELENA,  MONTANA  59620-1705 

406/444-3122 

FAX  406/444-3036 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Net  Asset  Value  for  the  state  of  Montana 
Board  of  Investments,  Short-Term  Investment  Pool,  as  of  June  30,  1994  and  1993,  and  the  related 
Statement  of  Changes  in  Net  Asset  Value  and  Statement  of  Investment  Income  and  Distribution 
for  the  two  fiscal  years  then  ended.  These  financial  statements  are  the  responsibility  of  the  Board 
of  Investments'  management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  statements  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  statements.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  statement  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  net  asset  value  of  the  state  of  Montana  Board  of  Investments,  Short-Term  Investment 
Pool,  as  of  June  30,  1994  and  1993,  and  its  changes  in  net  asset  value  and  investment  income  and 
distributions  for  the  fiscal  years  then  ended  in  conformity  with  generally  accepted  accounting 
principles. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


December  1,  1994 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT  TERM  INVESTMENT  POOL  FINANCIAL  STATEMENTS 


STATEMENT  OF  NET  ASSET  VALUE,  JUNE  30,  1994  AND  1993 


Assets 

Cash 

Interest  receivable 

Broker  receivable  for  securities  sold  but  not  settled  (Note  2) 

Investments  managed  at  market  value 

(amortized  cost  of  $863,563,660  in  1994  and 

$1,043,814,594  in  1993)  (Notes  2  and  4) 

Total  assets 

Liabilities 

Advances 

Accounts  payable 

Broker  payable  for  securities  purchased  but  not  settled  (Note  2) 

Income  due  participants 

Unreahzed  gain  (loss)  (Note  2) 

Due  to  other  funds 

Total  liabilities 

Net  asset  value 

Units  Outstanding 
Unit  Value 


1994 


3,934,779  $ 
2,046,452 
0 


1993 


2,023,174 

1,566,746 

11,127,618 


862.393,976 
868.375.207 


301,000 
620,446 

14,996,875 
964,505 

(1,169,684) 
1.618.865 


1.044.031.229 
1.058.748.767 


244,100 

454,775 

70,018,736 

58,608 

216,635 

1.421.213 


17.332.007    72.414.067 
$851.043.200  $  986.334.700 


8,510,432 
$100 


9,863,347 
$100 


The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 


STATEMENT  OF  CHANGES  IN  NET  ASSET  VALUE 
FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1994  AND  1993 


Net  asset  value,  beginning  of  year 
Value  of  units  purchased  b^  participants 
Value  of  units  sold  by  participants 

Net  asset  value,  end  of  year 


$  986,334,700  $   780,673,000 

4,512,117,000    4,211,291,600 

(4.647.408.500)  (4.005.629.900) 

$  851.043.200$  986.334.700 


STATEMENT  OF  INVESTMENT  INCOME  AND  DISTRIBUTION 
FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1994  AND  1993 


Investment  income 

Administrative  expenses 

Income  purchased  by  participants 

Income  due  participants,  beginning  of  year 

Income  available  for  distribution 
Income  distribution  on  units  sold 
Distribution 

Income  due  participants,  end  of  year 


$34,874,971 
(500,488) 
6,142,504 
58.608 

40,575,595 

7,045,966 

32.565.124 

$      964.505       $ 


$33,684,936 
(434,392) 
5,727,744 
315.831 

39,294,119 

6,260,606 

32.974.905 

58.608 


The  accompanying  notes  are  an  integral  part  of  these  flnancial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT-TERM  INVESTMENT  POOL  -  NOTES  TO  FINANCIAL  STATEMENTS 

JUNE  30,  1994  AND  1993 

1.  HISTORY  AND  ORGANIZATION 

The  Board  was  created  by  an  act  of  the  Legislature  to  invest  and  manage  the  State  of 
Montana's  investment  funds  on  a  centralized  basis.  The  purpose  of  the  Short-Term 
Investment  Pool  (STIP)  is  to  obtain  the  highest  possible  return,  yet  maintain  a  highly  liquid 
position  whereby  funds  may  be  invested  for  relatively  short  periods,  one  day  or  more, 
depending  upon  the  participant's  anticipated  use  of  the  funds.  The  investments  and  the 
income  from  STIP  are  owned  by  the  participants  as  they  purchase  units  and  are  managed 
on  their  behalf  by  the  Board. 

2.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Investments 

Investments  owned  are  carried  at  market  value  based  on  market  prices  supplied  to  the 
Board  by  various  pricing  services.  The  difference  between  amortized  cost  and  market  value 
is  reflected  as  unrealized  gain  or  loss  in  investments  managed.  The  STIP  investment 
portfolio  consists  of  securities  with  a  maximum  maturity  of  397  days  or  less  with  the 
exception  of  securities  having  rate  reset  dates.  The  portfolio  is  carried  at  amortized  cost 
or  book  value. 

Participant  Units 

The  STIP  unit  value  is  fixed  at  $100.  The  total  price  to  buy  or  sell  a  unit  is  $100  plus 
income  accrued  per  unit  since  the  last  distribution.  The  STIP  distribution  is  determined 
as  of  the  last  calendar  day  of  each  month.  Participants  have  the  option  of  having  the 
income  automatically  reinvested  in  additional  units. 

A  unit  purchased  by  a  participant  begins  accruing  income  on  the  day  it  is  purchased  and 
ceases  to  accrue  income  on  the  day  before  the  unit  is  sold.  Participants  who  sell  units 
between  distribution  dates  receive  the  respective  investment  income  in  the  total  price  of  the 
unit  on  the  date  of  sale. 

Broker  Receivable/Payable 

STIP  security  transactions  are  recorded  as  of  the  trade  date  rather  than  the  settlement  date. 
Because  of  this  generally  accepted  practice,  the  STIP  portfolio  at  June  30  includes 
receivables  from  brokers  for  securities  sold  but  not  delivered  and  payables  to  brokers  and 
securities  purchased  but  not  received. 

Other 

Administrative  expenses  incurred  by  the  Board  are  charged  daily  to  STIP  based  on  the 
Board's  expenses  applicable  to  STIP. 
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3.  SECURITIES  LENDING 

The  Board  has  an  agreement  with  the  custodial  bank  whereby  the  bank  lends  to  other 
entities  securites  managed  by  the  Board.  Chase  Manhattan  Bank  was  the  Board's  custodial 
bank  from  July  1,  1992  through  November  30, 1993,  while  State  Street  Bank  was  appointed 
the  Board's  custodial  bank  on  December  1,  1993.  During  the  period  the  securities  are  on 
loan,  the  Board  receives  a  fee  and  the  bank  must  maintain  collateral  equal  to  102  percent 
of  the  market  value  of  the  securities  on  loan.  The  Board  retains  all  rights  and  risks  of 
ownership  during  the  loan  period.  Securities  lending  income  totaled  $38,859  for  the  year 
ended  June  30,  1994,  and  $48,954  for  the  year  ended  June  30,  1993.  At  June  30,  1994,  and 
June  30, 1993,  respectively,  $25,650,812  and  $21,108,447  in  securities  were  on  loan  to  other 
entities. 

4.  INVESTMENT  RISK  CATEGORIES 

State  of  Montana  investments  are  categorized  below  to  give  an  indication  of  the  level  of  risk 
assumed  at  June  30,  1994  and  June  30,  1993.  Category  1  includes  investments  that  are 
insured  or  registered  or  securities  that  are  held  by  the  Board  or  its  agent  in  the  Board's 
name.  Category  2  includes  uninsured  and  unregistered  investments,  with  securities  held 
by  the  counterparty  trust  department  or  agent  in  the  Board's  name. 

Risk  as  of  June  30,  1994 


Inyestment  Type 

Bankers'  Acceptances 
Commercial  Paper 
Corporate  Obligations 
Certincates  of  Deposit 
Government  Securities 
Repurchase  Agreements 

Total  Investments 


Category  1  Category  2  * 

$197,464,305 

309,445,664 

136,661,324 

30,494,255 

83,847,300 

80.000.000 


$  0 

0 

0 

0 

25,650,812 

0 


Carrying 
Amount 

$197,464,305 
309,445,664 
136,661,324 

30,494,255 
109,498,112 

80.000.000 


Market 
Value 

$197,372,522 

309,247,825 

136,267,379 

30,386,100 

109,120,150 

80.000.000 


$837.912.848 


$25.650.812         $863.563.660  $862.393.976 


Risk  as  of  June  30,  1993 


Investment  Type 

Bankers'  Acceptances 
Commercial  Paper 
Corporate  Obligations 
Certificates  of  Deposit 
Government  Securities 
Repurchase  Agreements 

Total  Investments 


Category  I 

417,864,494 
219,595,932 
178,231,099 

30,002,305 
114,492,317 

62.520.000 


Category  2  •* 

$  0 

0 

0 

0 

21,108,447 

0 


Carrying 
Amount 

417,864,494 
219,595,932 
178,231,099 

30,002,305 
135,600,764 

62.520.000 


Marliet 
Value 

417,933,788 
219,604,333 
178,229,684 

30,014,300 
135,729,124 

62.520.000 


$1.022.706.147  $21.108.447      $1.043.814.594       $1.044.031.229 


•     At  June  30,  1994,  these  securities  with  a  market  value  of  $25,531,607  were  loaned  under  a  securities 
lending  agreement  with  the  state's  agent. 

**   At  June  30,  1993,  these  securities  with  a  market  value  of  $21,118,040  were  loaned  under  a  securities 
lending  agreement  with  the  state's  agent. 
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5.  SUBSEQUENT  EVENT 

On  July  1,  1994,  the  STIP  unit  value  changed  to  $1.00.  With  this  change,  there  is  no 
longer  any  purchased  or  sold  income  at  the  time  of  the  participant  buy  or  sell.  Income  is 
distributed  on  the  first  calendar  day  of  each  month. 

6.  YEAR  END  PORTFOLIO 

The  June  30,  1994  STIP  portfolio  is  listed  on  the  following  pages. 
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Security  Name 

AMERICAN  EXPRESS  BANK 

AMERICAN  EXPRESS  BANK 

AMERICAN  EXPRESS  BANK 

AMERICAN  EXPRESS  BANK 

BANK  OF  AMERICA  SF 

CHASE  MANHATTAN  BANK  NY 

CHASE  MANHATTAN  BANK  NY 

CHEMICAL  BANK  NY 

CHEMICAL  BANK  NY 

CHEMICAL  BANK 

CHEMICAL  BANK 

CHASE  MANHATTAN  BANK  NY 

CITIBANK  NY 

CITIBANK 

CORESTATES  BANK  PA 

HRST  NATIONAL  BANK  MPLS 

FIRST  BANK  NA  MPLS 

FIRST  NATIONAL  BANK  BOSTON 

RRST  NATIONAL  BANK  BOSTON 

NORTHERN  TRUST  BANK  CHICAGO 

PNC  BANK  PA 

PNC  BANK  PA 

REPUBLIC  NATIONAL  BANK  NY 

UNION  BANK  LA 

PNC  BANK 

TOTAL  DOMESTIC  BA 

BANK  OF  TOKYO  LTD 
DAI  ICHI  KANGYO  BANK  LA 
DAI  ICHI  BANK  NY 
DEUTSCHE  BANK  NY 
FUJI  BANK  LA 
SAKURA  BANK  LTD 
SAKURA  BANK  LTD  NY 
SAKURA  BANK  LA 
SAKURA  BANK 

TOTAL  FOREIGN  BA 

BARNETT  BANKS  SW  GEORGL\ 
NATIONS  BANK  CHARLOTTE  NC 

TOTAL  BANK  NOTE 

TOYOTA  MOTOR  CREDIT 

TOTAL  CORPORATE  BOND 

AMERICAN  EXPRESS  CENTURION 
RRST  USA  BANK 

TOTAL  DOMESTIC  CD 


Coupon 

Maturity 

Pan 

Book  Value 

Market  Value  * 

discount 

07/06/1994 

5,500,000.00 

5.496,944.43 

5,495,875.00 

discount 

07/07/1994 

5,000,000.00 

4,996,666.67 

4,995,650.00 

discount 

07/08/1994 

5,500,000.00 

5,495,722.19 

5,494,500.00 

discount 

07/05/1994 

4,000,000.00 

3,998,222.22 

3,997,520.00 

discount 

07/27/1994 

5,000,000.00 

4,985,519.43 

4,983,250.00 

discount 

08/18/1994 

6,565,140.68 

6,524,874.53 

6,524,371.16 

discount 

08/16/1994 

5,000,000.00 

4,970,611.17 

4,970,250.00 

discount 

07/25/1994 

5,000,000.00 

4,988,552.85 

4,983,050.00 

discount 

07/25/1994 

5,000,000.00 

4,986.666.68 

4,984,400.00 

discount 

09/20/1994 

5,000,000.00 

4.948.812.46 

4,947,100.00 

discount 

08/25/1994 

5,000,000.00 

4.965.395.93 

4.964.400.00 

discount 

08/22/1994 

10,000,000.00 

9.944.533.42 

9.932.700.00 

discount 

08/26/1994 

10,000,000.00 

9.927.977.72 

9.927,500.00 

discount 

09/06/1994 

5,000,000.00 

4.957.659.68 

4.956.850.00 

discount 

08/10/1994 

10,000,000.00 

9,950.666.60 

9.948,800.00 

discount 

07/06/1994 

5,000,000.00 

4,997,708.32 

4,996,250.00 

discount 

08/17/1994 

5,000,000.00 

4,976,434.84 

4,969,600.00 

discount 

07/08/1994 

4,500,000.00 

4,496,937.50 

4,495.500.00 

discount 

08/24/1994 

5,100,000.00 

5,069,935.50 

5,064.351.00 

discount 

08/23/1994 

5,000,000.00 

4,972,395.74 

4,965.700.00 

discount 

08/02/1994 

5,000,000.00 

4.981.111.20 

4,979.500.00 

discount 

08/04/1994 

5,000,000.00 

4.979.505.63 

4.979.250.00 

discount 

07/15/1994 

10,000,000.00 

9.987.711.15 

9,981,300.00 

discount 

08/09/1994 

5,000.000.00 

4.980.716.64 

4.975,050.00 

discount 

07/26/1994 

5.000,000.00 

4.988.506.87 

4,983.700.00 

146.165.140.68 

145.569.789.37 

145.496.417.16 

discount 

09/19/1994 

5,250.000.00 

5.196.566.75 

5.195.505.00 

discount 

07/25/1994 

5.000.000.00 

4.986.133.40 

4.984.050.00 

discount 

09/28/1994 

5,000.000.00 

4,943.756.89 

4.942,200.00 

discount 

07/01/1994 

5.000.000.00 

5.000.000.00 

4,999.350.00 

discount 

09/23/1994 

10.000.000.00 

9.893.600.07 

9.890.900.00 

discount 

09/29/1994 

5.000.000.00 

4.943.999.95 

4.941.550.00 

discount 

08/11/1994 

6.000.000.00 

5.969.591.73 

5.968.020.00 

discount 

07/25/1994 

5.000.000.00 

4.986.200.00 

4.984,050.00 

discount 

08/08/1994 

6.000.000.00 

5.974.666.73 

5.970.480.00 

52.250.000.00 

51.894.515.52 

51.876.105.00 

3.650 

02/08/1995 

10.000.000.00 

9.973.555.30 

9.898.400.00 

5.400 

06/01/1995 

10.000.000.00 

9.991.037.88 

9.973.000.00 

20.000.000.00 

19.964.593.18 

19.871.400.00 

5.750 

06/15/1995 

5.000.000.00 

4.994.251.95 

5.002.400.00 

5.000.000.00 

4^94.251.95 

5.002.400.00 

4.375 

05/26/1995 

10.000.000.00 

10.000.000.00 

9.991,100.00 

4.050 

09/09/1994 

10.000,000.00 

10.000,000.00 

9.982.300.00 

20.000.000.00 

20.000.000.00 

19.973.400.00 
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Security  Name 

Coupon 

Maturity 

Par 

Book  Value 

Market  Value  • 

CITIBANK  NY 

4.3125 

03/09/1995 

10,000,000.00 

10,000,000.00 

10,000,000.00 

TOTAL  FLOATING  RATE  CD 

10.000.000.00 

10.000.000,00 

10.000.000.00 

VALLEY  BANK  BELGRADE 

4.450 

10/28/1994 

500.000.00 

500,000.00 

500,000.00 

TOTAL  MONTANA  CD 

500.000.00 

500.000.00 

500.000.00 

CREDIT  SUISSE  BANK  NY 

4.110 

02/23/1995 

10,000,000.00 

9,994,255.18 

9.912,700.00 

TOTAL  YANKEE  CDs 

10.000.000.00 

9.994.255.18 

9.912.700.00 

AUSTRALL\N  WHEAT  BOARD 

3.500 

12/30/1994 

5,000,000.00 

4,993,970.38 

4,958,600.00 

BETAHNANCE 

3.700 

12/15/1994 

10,000,000.00 

9,997,984.18 

9,932,500.00 

CAPITAL  AUTO  REC  TRUST  93-3  Al 

3.300 

11/15/1994 

3,846,153.68 

3,846,153.68 

3,822,692.14 

GENERAL  ELEC IRIC  CAPITAL  CORP 

4.890 

05/29/1995 

10,000,000.00 

9,974,680.79 

9,940,100.00 

NAVISTAR  FINL  1994  A  OWNER  TR 

4.531 

05/15/1995 

7,917,326.60 

7,917,326.60 

7,846,387.35 

PEPSICO  INC 

3.550 

02/03/1995 

10,000,000.00 

9,973.195.70 

9,893,300.00 

TOTAL  MEDIUM  TERM  NOTE 

46.763.480.28 

46.703.311.33 

46.393.579.49 

ALLOMON  FUNDING  CORP 

discount 

08/15/1994 

10.119,000.00 

10,060,183.38 

10,060,208.61 

CXCINTL 

discount 

08/03/1994 

10,000,000.00 

9,959,666.62 

9,957,400.00 

PROGRESS  FUNDING  CORP 

discount 

09/13/1994 

5,000,000.00 

4,953,852.76 

4,951,550.00 

STRATEGIC  ASSET  FUNDING  CORP 

discount 

09/30/1994 

10,000,000.00 

9,881,952.72 

9,880,500.00 

STRATEGIC  ASSET  FUNDING  CORP 

discount 

07/20/1994 

10,000,000.00 

9,975,194.45 

9,975,100.00 

STRATEGIC  ASSET  FUNDING  CORP 

discount 

08/31/1994 

10,000,000.00 

9,927,138.85 

9,922,500.00 

TOTAL  COM.  PAPER  ASSET  BACKED 

55.119.000.00 

54.7.57.988.78 

54.747.258.61 

COOP  ASSOC  TRACTOR  DEALERS  INC 

discount 

07/21/1994 

5,200,000.00 

5.188,011.10 

5,186,376.00 

DUFF  &  PHELPS  UTILITY 

discount 

09/14/1994 

10,000,000.00 

9,898,541.74 

9,901,700.00 

DUFF  &  PHELPS  UTILITY 

discount 

10/11/1994 

5,000,000.00 

4,934,975.00 

4,941.550.00 

DUFF  &  PHELPS  UTILITY 

discount 

08/19/1994 

10,000,000.00 

9,936,027.81 

9,937,400.00 

EATON  CORPORATION 

discount 

08/30/1994 

5,000,000.00 

4,962,500.00 

4,961.250.00 

EATON  CORP 

discount 

09/07/1994 

10.000,000.00 

9,914,622.26 

9,911,000.00 

HELLER  INTERNATIONAL  CORP 

discount 

07/12/1994 

5,000,000.00 

4.993.629.19 

4,992,500.00 

HELLER  INTERNATIONAL  INC 

discount 

08/05/1994 

10,000,000.00 

9,956,444.42 

9,892,500.00 

HELLER  FINANCL^L 

discount 

09/21/1994 

10,000,000.00 

9,897,955.51 

9,892,500.00 

HERCULES  INC 

discount 

08/29/1994 

10,000,000.00 

9,934,444.33 

9,924,800.00 

PTA  BANK  FUNDING 

discount 

07/14/1994 

6,070,000.00 

6,060,903.45 

6,059,903.43 

PROSPECT  ST  SENIOR  PORTFOLIO 

discount 

08/01/1994 

8,963,000.00 

8,928,268.38 

8,927.506.52 

SMITH  BARNEY  SHEARSON  INC 

discount 

07/15/1994 

10,000,000.00 

9,982,694.40 

9,981,300.00 

SMITH  BARNEY  NY 

discount 

09/22/1994 

5.000,000.00 

4,948,125.00 

4,945,550.00 

SOUTHERN  CALIFORNL\  EDISON 

discount 

08/08/1994 

10,000,000.00 

10,000,000.00 

9,951,400.00 

SUNBELT  DIX 

discount 

10/03/1994 

10,000,000.00 

9,880,411.06 

9,873,900.00 

TRANSMISSION  AGENCY  OF  N  CAL 

discount 

09/12/1994 

10,000,000.00 

9,908,141.61 

9,904,400.00 

UAL  FUNDING  CORP 

discount 

09/02/1994 

5.000,000.00 

4,960,450.05 

4.958.850.00 

TOTAL  COM.  PAPER  DOMESTIC 

145.233.000.00 

144.286.145.31 

144.144.385.95 

AGA  CAPITAL  CORP 

discount 

07/18/1994 

10,000,000.00 

9,978,513.94 

9,976,900.00 

BNP  US  HNANCE  CORP 

discount 

07/01/1994 

5,000,000.00 

5,000,000.00 

4,999,350.00 

BMW  US  CAPITAL  CORP 

discount 

08/17/1994 

5.000,000.00 

4,969,515.23 

4,969,200.00 
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Security  Name 

BANCA  CRT  RNANCIAL  CORP 

CHELTENHANN  GLOUSTER  BLDG  SOC 

EXPORT  RNANCE  INSURANCE  CORP 

GRAND  METROPOLITAN  INV  CORP 

HITACHI  CREDIT  CORP 

HITACHI  CREDIT 

JAL  FUNDING  CORP 

MULTI  BANCO  COMERMEX  SA 

OKURA  &  CO  AMERICA  INC 

SEIKO  CORP 

SEIKO  CORP 

YORKSHIRE  BUILDING  SOCIETY 

YORKSHIRE  BUILDING  SOCIETY 

TOTAL  COM.  PAPER  FOREIGN      . 

FEDERAL  FARM  CREDIT  BANK 

TOTAL  FEDERAL  FARM  CREDIT  BANK 

FEDERAL  NATL  MORTG  ASSN  DISC 

TOTAL  FEDERAL  NATL  MORTG.  ASSN 

AMERICAN  EXPRESS  CENTUIUAN  BK 

HOUSEHOLD  FINANCE  CORP 

SMM  TRUST  94A 

SMM  TRUST  NY  93B 

SHEARSON  LEHMAN  BROS  HOLDING 

SOUTH  TRUST  BANK  ALABAMA  NA 

TOTAL  FLOATING  RATE  NOTE 

SAN  DIEGO  UNIFIED  SCH  DIST  NOTE 
SAN  DIEGO  CA 

TOTAL  MUNICIPAL  BOND 

STUDENT  LOAN  MARKETING  ASSN 

TOTAL  STUD.  LOAN  MRKT  ASSN  FLOATER 

STUDENT  LOAN  MARKETING  ASSN 

TOTAL  STUD.  LOAN  MARKET  ASSN 

PROVINCE  OF  ONTARIO  FRN 

TOTAL  SOVERIGN 

US  TREASURY  STRIPS 

TOTAL    (STRIPS) 


Coupon 

Maturity 

Par 

Book  Value 

Market  Value  * 

discount 

09/01/1994 

5,000,000.00 

4,960,647.16 

4,959,500.00 

discount 

07/13/1994 

10,000,000.00 

9,984,580.54 

9.983,500.00 

discount 

07/15/1994 

6,000,000.00 

5,989,500.00 

5,988,780.00 

discount 

10/24/1994 

10,000,000.00 

9,848,263.82 

9,845,400.00 

discount 

07/28/1994 

5,000,000.00 

4,984,512.44 

4,982,050.00 

discount 

07/19/1994 

5,000,000.00 

4,989,499.97 

4,987,800.00 

discount 

07/22/1994 

10,000,000.00 

9.975,733.35 

9.971,800.00 

discount 

09/19/1994 

5,000,000.00 

4,950,000.00 

4,941,250.00 

discount 

08/24/1994 

5,000,000.00 

4,965,950.03 

4,964,250.00 

discount 

09/15/1994 

5,000,000.00 

4,952,711.06 

4,949,500.00 

discount 

09/16/1994 

10,000,000.00 

9,904.177.74 

9,896,600.00 

discount 

07/11/1994 

10,000,000.00 

9,990,666.65 

9,986,100.00 

discount 

09/08/1994 

5,000,000.00 

4.957.258.30 

4.954,200.00 

111.000,000.00 

110.401.530.23 

110.356.180.00 

5.300 

07/05/1995 

10,000,000.00 

9,996,875.00 

10,000,000.00 

10.000.000.00 

9.996.875.00 

10.000.000.00 

discount 

12/30/1994 

10,000,000.00 

9,831.144.69 

9,758,800.00 

10.000.000.00 

9.831.144.69 

9.758.800.00 

4.328 

07/15/1994 

10,000,000.00 

10.000,000.00 

10,000,000.00 

4.300 

11/01/1994 

5,000,000.00 

4,999,167.27 

5,000,000.00 

4.613 

03/18/1995 

10,000,000.00 

10,000,000.00 

10,000,000.00 

4.863 

08/12/1994 

10,000,000.00 

10,000,000.00 

10,000,000.00 

3.450 

07/29/1994 

10,000,000.00 

10,000,000.00 

10,000,000.00 

4.313 

01/10/1995 

10,000,000.00 

10,000.000.00 

10,000,000.00 

55.000.000.00 

54.999.167.27 

55.000.000.00 

4.000 

11/16/1994 

10,000,000.00 

10,007,200.22 

10,000.000.00 

4.562 

06/30/1995 

5,000.000.00 

5.000,000.00 

5,000,000.00 

15.000.000.00 

15.007.200.22 

15.000.000.00 

3.830 

07/01/1996 

15.000,000.00 

15.009,828.58 

14,978,550.00 

15.000.000.00 

15.009.828.58 

14.978.550.00 

5.315 

06/30/1995 

10,000,000.00 

10,000,000.00 

9,959,400.00 

10.000.000.00 

10.000.000.00 

9.959.400.00 

3.562 

08/17/1999 

10,000,000.00 

9.962.204.12 

9,956.000.00 

10.000.000  00 

9.962.204.12 

9.956.000.00 

discount 

02/15/1995 

10,000,000.00 

9.761,185.98 

9,689,300.00 

10.000.000  00 

9.761.185.98 

9.689.300.00 
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Security  Name 

US  TREASURY  NOTE 
US  TREASURY  NOTE 
US  TREASURY  NOTE 
US  TREASURY  NOTES 
US  TREASURY  NOTE 

TOTAL  TREASURY  NOTE 

CITIBANK  NY 

STATE  STREET  BANK  BOSTON 

TOTAL  REPO 

TOTAL  STIP 


Coupon 

Maturity 

Par 

Book  Value 

Market  Value  • 

4.625 

11/30/1994 

5,000,000.00 

4,999.434.51 

4,997,650.00 

4.625 

12/31/1994 

5,000,000.00 

4,998,564.38 

4,990,600.00 

3.875 

02/28/1995 

10,000,000.00 

9,996,071.13 

9,914,100.00 

3.875 

04/30/1995 

5,000,000.00 

4,975,267.97 

4.936,700.00 

4.125 

05/31/1995 

5,000,000.00 

4,960,335.02 

4,939,050.00 

30.000.000.00 

29.929.673.01 

29.778.100.00 

.000 

40,000,000.00 

40,000,000.00 

40,000,000.00 

.000 

40,000,000.00 

40,000,000.00 

40,000,000.00 

80.000.000.00 

80.000.000.00 

80.000.000.00 

fif>'7.(\%(\.f,7.(\.Qf, 

8rt:«..«;6.r6.S9.72 

862.19.1.976.21 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


^ffht  xxf  iht  ^t^islnitixt  ^nhitxiT 


STATE  CAPITOL 

PO  BOX  201705 

HELENA,  MONTANA  59620-1705 

406/444-3122 

FAX  406/444-3036 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Net  Asset  Value  for  the  state  of  Montana 
Board  of  Investments,  Montana  Common  Stock  Pool,  as  of  June  30,  1994  and  1993,  and  the  related 
Statement  of  Changes  in  Net  Asset  Value  and  Statement  of  Investment  Income  and  Distributions 
for  the  two  fiscal  years  then  ended.  These  financial  statements  are  the  responsibility  of  the  Board 
of  Investments'  management.  Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  statements  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  statements.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  statement  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  net  asset  value  of  the  state  of  Montana  Board  of  Investments,  Montana  Common 
Stock  Pool,  as  of  June  30,  1994  and  1993,  and  its  changes  in  net  asset  value  and  investment  income 
and  distributions  for  the  fiscal  years  then  ended  in  conformity  with  generally  accepted  accounting 
principles. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


December  1,  1994 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COMMON  STOCK  POOL  FINANCIAL  STATEMENTS 

STATEMENT  OF  NET  ASSET  VALUE,  JUNE  30,  1994  AND  1993 


Assets 

Cash 

Due  from  other  funds 

Dividends  receivable 

Broker  receivable  for  securities  sold  but  not  settled  (Note  2) 

Other  receivable  (Note  2) 

Interest  receivable 

Investments  managed  at  current  value 

(cost  of  $773,529,757  in  1994  and 

$627,189,117  in  1993)  (Notes  2  and  4) 

Total  assets 

Liabilities 

Due  to  other  funds 

Income  due  participants 

Broker  payable  for  securities  purchased  but  not  settled  (Note  2) 

Total  liabilities 

Net  asset  value 

Units  Outstanding 
Unit  Value 


1994 


1993 


4,339,994   3 

;    16,464 

51,764 

361,357 

1,940,893 

998,901 

5,781,375 

0 

324,750 

0 

2,831 

967 

846.772.695 
859.214.302 


42,330 

149,274 

6.807.920 

6.999.524 

$852.214.778 

262,263 
$3,249 


726.969.301 
728.346.990 


0 

969 

0 


969 


$728.346.021 

231,640 
$3,144 


STATEMENT  OF  CHANGES  IN  NET  ASSET  VALUE 
FOR  THE  nSCAL  YEARS  ENDED  JUNE  30,  1994  AND  1993 


Net  asset  value,  beginning  of  year 

Value  of  units  purchased  by  participants  (Note  2) 

Value  of  units  sold  by  participants 

Changes  in  current  value  of  investments  managed 

Net  asset  value,  end  of  year 


$728,346,021 
100,093,945 
(29,875) 
23.804.687 


$640,009,279 

56,767,985 

0 

31.568.757 


$852.214.778      $728.346.021 


STATEMENT  OF  INVESTMENT  INCOME  AND  DISTRIBUTION 
FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1994  AND  1993 


Investment  income 

Administrative  expenses 

Income  purchased  by  participants 

Income  due  participants,  beginning  of  year 

Income  available  for  distribution 
Distribution  (Note  2) 

Income  due  participants,  end  of  year 


$23,504,092 

$21,262,954 

(456,694) 

(400,998) 

0 

0 

969 

973 

23,048,367 
22.899.093 

$149.274 


20,862,929 
20.861.960 


$969 


The  accompanying  notes  are  an  integral  part  of  these  flnancial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COMMON  STOCK  POOL  -  NOTES  TO  FINANCIAL  STATEMENTS 

JUNE  30,  1994  AND  1993 

1.  HISTORY  AND  ORGANIZATION 

The  Board  was  created  by  an  act  of  the  Legislature  to  invest  and  manage  the  State  of 
Montana's  investment  funds  on  a  centralized  basis.  The  Montana  Common  Stock  Pool 
(Montcomp)  was  created  to  allow  retirement  and  endowment  funds  the  opportunity  to 
participate  in  the  equity  market  via  a  diversified  pool.  Montcomp  was  created  as  of 
July  1,  1980  by  the  transfer  of  all  conmion  stock  owned  by  the  Public  Employees' 
Retirement  System,  Teachers'  Retirement  System,  and  other  funds  into  Montcomp. 

2.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Broker  Receivable/Payable 

Montcomp  security  transactions  are  recorded  as  of  the  trade  date  rather  than  the  settlement 
date.  Because  of  this  generally  accepted  practice,  the  Montcomp  portfolio  at  June  30 
includes  receivables  from  brokers  for  securities  sold  but  not  delivered  and  payables  to 
brokers  for  securities  purchased  but  not  received. 

Investments 

Investments  are  presented  in  the  statement  of  Net  Asset  Value  at  current  value. 
Investments  in  securities,  traded  on  a  national  security  exchange,  are  stated  at  the  last 
reported  sales  price  on  valuation  day,  while  securities  traded  in  the  over-the-counter  market 
are  stated  at  the  last  quoted  bid  price.  Original  cost,  parenthetically  disclosed,  reflects  the 
security  purchase  price  plus  a  fixed  commission. 

Montcomp's  investment  in  the  Short  Term  Investment  Pool  (STIP)  decreased  from  $133.6 
million  on  June  30,  1993,  to  $14.8  million  on  June  30,  1994,  due  to  an  investment  decision 
to  more  fully  invest  in  common  stocks. 

Participant  Units 

The  Public  Employees'  Retirement  System  and  the  Teachers'  Retirement  System  transferred 
all  stock  owned  into  Montcomp  at  the  start-up  date  and  were  issued  units  according  to  the 
market  value  of  their  contribution,  retaining  their  original  total  cost  basis.  The  initial  unit 
value  as  of  July  1,  1980  was  $1,000.  Unit  values  thereafter  are  calculated  once  a  month  at 
the  close  of  the  last  business  day  of  the  month  based  upon  the  market  value  of  the 
Montcomp  equity  holdings  and  other  assets.  Based  on  the  investment  officers'  decision, 
participants  may  then  buy  or  sell  units  on  the  first  business  day  of  each  month.  Depending 
on  the  stock  market  conditions  and  the  investment  officers'  analysis,  unit  values  may  be 
calculated  during  the  month  to  permit  participants  to  buy  or  sell  units  the  following 
business  day. 

As  reported  in  the  Statement  of  Changes  in  Net  Asset  Value,  the  value  of  units  purchased 
by  participants  increased  from  $56.8  million  in  fiscal  year  1993  to  $100.01  million  in  fiscal 
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year  1994,  This  increase  reflects  the  investment  policy  to  increase  the  common  stock 
investments  of  the  retirement  funds. 

Other  Receivable 

The  Other  Receivable  of  $324,750  as  of  June  30,  1994,  represents  a  participant  over- 
distribution  of  $324,750. 

Other 

Montcomp  dividends  are  recorded  on  the  ex-dividend  date. 

3.         SECURITIES  LENDING 

The  Board  has  an  agreement  with  the  custodial  bank  whereby  the  bank  lends  securities 
managed  by  the  Board.  Chase  Manhattan  Bank  was  the  Board's  custodial  bank  from  July 
1,  1992,  through  November  30,  1993,  while  State  Street  Bank  was  appointed  the  Board's 
custodial  bank  on  December  1,  1993.  During  the  period  the  securities  are  on  loan,  the 
Board  receives  a  fee  and  the  bank  must  maintain  collateral  equal  to  102  percent  of  the 
market  value  of  the  securities  on  loan.  The  Board  retains  all  rights  and  risks  of  ownership 
during  the  loan  period.  Securities  lending  income  was  $29,977  for  fiscal  year  1994  and 
$22,418  for  fiscal  year  1993.  On  June  30,  1994  and  1993,  respectively,  $35,484,430  and 
$6,927,795  in  securities  were  on  loan  to  other  entities. 


4. 


INVESTMENT  RISK  CATEGORIES 


State  of  Montana  investments  are  categorized  below  to  give  an  indication  of  the  level  of  risk 
assumed  at  June  30,  1994  and  June  30,  1993.  Category  1  includes  investments  that  are 
insured  or  registered  or  securities  that  are  held  by  the  Board  or  its  agent  in  the  Board's 
name.  Category  2  includes  uninsured  and  unregistered  investments,  with  securities  held 
by  the  counterparty  trust  department  or  agent  in  the  Board's  name. 

Risk  as  of  June  30,  1994 


Cateeorv  1 

Cateeorv  2  • 

Cjinying 
Amount 

Market 
Value 

$723,174,427 
14.870.900 

$35,484,430 
0 

$758,658,857 
14.870,900 

$831,901,795 
14,870.900 

$738,045,327 

$35,484,430 

$773,529,757 

$846.772.695 

Risk  as  of  June  30,  1993 

Cateeorv  1 

Cateeorv  2  •• 

Amount 

Market 
Value 

$486,660,522 
133.600.800 

$6,927,795 
0 

$493,588,317 
133.600.800 

$593,368,501 
133.600.800 

$620,261,322 

$6,927,795 

$627,189,117 

$726,969,301 

Investment  Type 

Corporate  Stocks 
STIP 


Total  Investment 


Investment  Tvpe 

Corporate  Stocks 
STIP 

Total  Investment 

•   At  June  30,  1994  these  securities  with  a  market  value  of  $36,254,952  were  loaned  under  a  securities 
lending  agreement  with  the  state's  agent. 

*•  At  June  30,  1993  these  securities  with  a  market  value  of  $7,859,750  were  loaned  under  a  securities 
lending  agreement  with  the  state's  agent. 
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5.  YEAR  END  PORTFOLIO 

The  June  30,  1994  Montcomp  portfolio  is  listed  on  the  following  pages. 
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Cusip 


Security  Name 


Shares 


Book  Value 


Market  Value 


019512102 
097023105 
872649108 


247361108 


963320106 


345370100 
382550101 


066050105 
173034109 


059438101 
337358105 
338915101 
669380107 
693475105 
929771103 


713448108 


151290202 
574599106 
824348106 


025321100 
171629207 
260543103 
604059105 
611662107 


826552101 


ALLIED  SIGNAL 

BOEING 

TRW 

TOTAL  AEROSPACE 

DELTA  AIR  LINES 

TOTAL  AIR  TRANSPORT 

WHIRLPOOL 

TOTAL  APPLL^NCEA'IDEO 

FORD  MOTOR  CO 
GOODYEAR 

TOTAL  AUTOMOTIVE  -  CAR 

BANKAMERJCA 
CITICORP 

TOTAL  BANKS-MULTINATIONALS 

BANC  ONE  CORP 

FIRST  UNION  BANK 

FLEET  nNANCL\L  GROUP  INC 

NORWEST  CORP 

PNC  FINANCIAL 

WACHOVL\  CORP 

TOTAL  BANKS-REGIONAL 

PEPSICO  INC 

TOTAL  BEVERAGES/SOFT  DRINKS 

CEMEXSA 
MASCO  CORP 
SHERWIN  WILLL«iMS 

TOTAL  BLDG.  MATERIALS  -  DIVERSIFIED 

AMERICAN  CYANAMID 
CIBA  GEIGY 
DOW  CHEMICAL 
MINNESOTA  MINING 
MONSANTO 

TOTAL  CHEMICALS-MAJOR 

SIGMA  ALDRICH 

TOTAL  CHEMICALS-SPECL^LTY 


70,000.00 

230,000.00 

90,000.00 

390.000.00 

96,800.00 

96.800.00 

90,000.00 

90-000.00 

260,000.00 
190,000.00 


300,000.00 
80,000.00 


385,000.00 
331,700.00 
190,000.00 
410,000.00 
323,800.00 
100,000.00 

1 .740.500.00 

280.000.00 

280,000.00 

1,181,249.00 
290,000.00 
155,000.00 


222,100.00 
300,000.00 
200,000.00 
152,800.00 
130,000.00 

1.004.900.00 

15,000.00 

15.000.00 


2,343,810.00 
7,601,600.00 
5,554,370.00 

15.499.780.00 

4,195,002.24 

4,195.002.24 

4,845,390.00 

4.845.390.00 

11,643,600.50 
7,493,059.49 


12,968,200.00 
2,981,048.00 


10,875,034.08 
11,247,615.00 
5,517,554.39 
6,773,872.80 
8,924,539.80 
1,127,345.22 

44.465.961.29 

5,069.772.36 

5.069.772.36 

14,971,814.68 
8,422,212.52 
2,878,675.00 


11,630,482.76 
7,479.305.00 
9,142,737.77 
5,452,784.96 
6,651,283.02 

40.356.593.51 

604,512.00 

604.512.00 


2,423,750.00 

10,637,500.00 

5,805,000.00 

18.866.250.00 

4,380.200.00 

4. 380. 200.00 

4,725,000.00 

4.725.000.00 

15.340,000.00 
6.840,000.00 


450.000.00         19. 136.6.59.99        22.180.000.00 


13.725,000.00 
3.190.000.00 


380.000.00         15.949.248.00         16.915.0QQ.QQ 


13.186,250.00 

15,299,662.50 

7.172,500.00 

10,711,250.00 

9.349,725.00 

3.312,500.00 

■59.031.887.50 

8,575.000.00 

8.575.000.00 

15.518,068.11 
7.975,000.00 
4,882.500.00 


1,626.249.00         26.272.702.20         28.375.568.11 


12.437.600.00 
8.845.710.00 

13.075,000.00 
7.563.600.00 
9.831,250.00 

51.753.160.00 

600.000.00 

600.000.00 
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Cusip 


Security  Name 


Shares 


Book  Value 


Market  Value 


411352305 
902120104 


026609107 
110122108 
532457108 
589331107 
717081103 
806605101 
832378400 


291011104 
369604103 
960402105 


031897101 


458140100 
882508104 


441815107 
894190107 


HANSON  PLC 
TYCO  LABS 

TOTAL  CONGLOMERATES 

AMERICAN  HOME  PRODUCTS 

BRISTOL  MYERS  SQUIBB 

ELI  LILLY 

MERCK 

PFIZER 

SHERING  PLOUGH 

SMITHKLINE  BEECHAM 

TOTAL  DRUGS 

EMERSON  ELECTRIC 
GENERAL  ELECTRIC 
WESTINGHOUSE  ELECTRIC 

TOTAL  ELECT  EQUIP-MAJOR  DIV 

AMP  INC 

TOTAL  ELECTRICAL  EQUIP  -  CONNECTORS 

INTEL  CORP 

TEXAS  INSTRUMENTS 

TOTAL  ELECTRONICS-SEMUCOMPONENTS 

HOUSEHOLD  INTERNATIONAL 
TRAVELERS  INC 


TOTAL  HNANCE  COMPANIES 

039483102  ARCHER  DANIELS  MIDLAND 

TOTAL  FOOD-COMMODITIES 

099599102  BORDEN 

126149103  CPC  INTERNATIONAL 

370334104  GENERAL  MILLS 

487836108  KELLOGG  CO 

64 1 069406  NESTLE  ADR 

803111103  SARA  LEE 

904784501  UNILEVER  NV  ADR 

TOTAL  FOODS-PROCESSED 

636886103  NATIONAL  MEDICAL  ENTERPRISES 

TOTAL  HOSPITAL  MANAGEMENT 
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460,000.00 
220,000.00 

680.000.00 

165,000.00 
220,000.00 
190,000.00 
310,000.00 
65,000.00 
130,000.00 
220,000.00 


8,657,388.00 
7,304,271.58 


8,452,500.00 
10,065,000.00 


15.961.659.58    18.517.5QQ.0Q 


120,000.00 
340,000.00 
361,000.00 

821.000.00 

120,000.00 

120.000.00 

270,000.00 
90,000.00 


137,800.00 
290,000.00 

427.800.00 

530,000.00 

53Q.QQQ.QQ 

120,000.00 
170,000.00 
110,000.00 
100,000.00 
220,000.00 
370,000.00 
135,000.00 

1,225.000.00 

400,000.00 

400000.00 


7,676,337.57 
11,842,485.80 
11,540,485.54 
6,477,043.66 
3,623,274.00 
6,595,400.00 
4,519,388.28 


7,181,796.50 

10,484,300.00 

4,756,756.40 

22.422.852.90 

5,543,600.00 

5.543.600.00 

8,703,34.8.00 
6,824,462.01 


4,373.390.80 
11,135,939.40 

15.5Q9.330.2Q 

10,812,759.89 

10.812.759.89 

3,796,977.50 
3,114,991.96 
6,774,296.08 
5,498,615.64 
9,103,437.00 
8,933,210.00 
13,748,194.61 

5Q.969.722.79 

5,897,375.00 

5.897.375.00 


9,363,750.00 
11,797,500.00 
10,806,250.00 

9,222,500.00 

4,103,125.00 
■  7,962,500.00 

6,187,500.00 


1. 300.000.00    52.274.414.85    59.443.125.00 


6,825,000.00 

15,852,500.00 

4.196,625.00 

26.874.125.00 

8,310,000.00 

8.310.000.00 

15,795,000.00 
7,155,000.00 


360.000.00    15.527.810.01    22.950.000.00 


4,685,200.00 
9,352,500.00 

14.037.700.00 

12,322,500.00 

12.322.500.00 

1,485,000.00 
8,202,500.00 
6,008,750.00 
5,437,500.00 
9,232.872.00 
7,862,500.00 
13,601,250.00 

51.830.372.00 

6,250,000.00 

6.250.000.00 


Cusip 


Security  Name 


Sharfis 


Book  Value 


Market  Value 


002824100 
478160104 


742718109 


053015103 
594918104 


253849103 


670006105 


171232101 


025816109 
524908100 


008140105 


031105109 


887315109 


577778103 


812387108 
980883102 


254687106 
532716107 


ABBOTT  LABS 
JOHNSON  &  JOHNSON 

TOTAL  HOSPITAL  SUPPLIES 

PROCTOR  &  GAMBLE 

TOTAL  HOUSEHOLD  PRODUCTS 

AUTOMATIC  DATA  PROCESSING 
MICROSOFT 

TOTAL  INFO  PRO-COMPUTER 

DIGITAL  EQUIPMENT 

TOTAL  INFO  PROC-MINICOMPUTER 

NOVELL 

TOTAL  INFO  PROC-OFHCE  AUTOMATION  (00 

CHUBB 

TOTAL  INSURANCE-CASUALTY 

AMERICAN  EXPRESS 
LEHMAN  BROTHERS  HLDGS 

TOTAL  RNANCL^  SERVICES 

AETNA 

TOTAL  INSURANCE-LIFE 

AMETEK 

TOTAL  MACHINERY-INDUSTRIAL 

TIME  WARNER 

TOTAL  MEDL^i-PUBLISHING 

MAY  DEPARTMENT  STORES 

TOTAL  MERCHANDISING-DEPARTMENT 

SEARS 
WOOLWORTH  CORP 

TOTAL  MASS  MERCHANDISING 

DISNEY  (WALT)  CO 
THE  LIMITED  INC 


400,000.00 
300,000.00 


3,036,437.34 
11,583,832.50 


700.000.00         14.620.269.84 


74,000.00 

74,000.00 

115,000.00 
55,000.00 

170.000.00 

120,000.00 

120.000.00 

662,000.00 

662.000,00 

130,000.00 

130.000.00 

315,800.00 
63,160.00 

378.960.00 

160,000.00 

160.000.00 

84.800.00 

84.800.00 

90,000.00 

90.000.00 

100,000.00 

100.000.00 

320,000.00 
443,700.00 


3.751,830.20 

3.751.830.20 

5,460,200.00 
2,155,694.75 

7.615.894.75 

8,559,600.00 

R. .559.600.00 

16,114,749.20 

16.1 14.749.20 

10,563,607.15 

10.563.607.15 

9,020,058.27 
1,200,970.93 

10.221.029.20 

9,183,628.49 

9.183.628.49 

1,193,984.00 

1.193.984.00 

3,352,537.00 

3.352.537.00 

2,743.409.31 

2.743.409.31 

16,273,412.58 
10,364,325.61 


11,600,000.00 
12,862,500.00 

24.462.500.00 

3,949,750.00 

3.949.75Q.QQ 

6,109,375.00 
2,832,500.00 

8.941.875.00 

2,325,000.00 

2.325.000.00 

11,088,500.00 

11.088.500.00 

9,961,250.00 

9.961. 25Q.Q0 

8,131,850.00 
955,295.00 

9.087. 145.00 

8,940,000.00 

8.940.000.00 

1,250,800.00 

1.25Q.8QQ.QQ 

3,161,250.00 

3.161.250.00 

3,925,000.00 

3.925.000.00 

15,360,000.00 
7,043,737.50 


763.700.00         26.637.738.19         22.403.737.50 


85,000.00 
500,000.00 


3,160,818.75 
10,673,100.00 


3,538,125.00 
8,625,000.00 
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Cusip 

892335100 


694232109 
844895102 


122014103 
283695872 
698462108 


293561106 


031905102 
048825103 
915289102 


166751107 
76026T205 
780257705 
881694103 
984245100 


032511107 
373298108 


261597108 
806857108 


879868107 


Security  Name 

TOYS  R  US 

TOTAL  MERCHANDISING  -  SPECIALTY 

PACIFIC  ENTERPRISES 
SOUTHWEST  GAS  CORPORATION 

TOTAL  NATURAL  GAS-DISTRIBUTION 

BURLINGTON  RESOURCES 
EL  PASO  NATURAL  GAS 
PANHANDLE  EASTERN  CORP 

TOTAL  NATURAL  GAS-DIVERSIFIED 

ENRON 

TOTAL  NATURAL  GAS-PIPELINES 

AMOCO  CORP 
ATLANTIC  RICHFIELD 
UNOCAL  CORP 

TOTAL  OIL-INTERGRATED  DOMESTIC 

CHEVRON 

REPSOL 

ROYAL  DUTCH  SHELL  GROUP 

TEXACO 

YPFSA 

TOTAL  OIL-INTEGRATED  INTERNATIONAL 

ANADARKO  PETROLEUM 
GEORGIA  PACmC 

TOTAL  OIL  AND  GAS  PRODUCERS 

DRESSER  INDUSTRIES 
SCHLUMBERGER  LTD 

TOTAL  OIL  SERVICES 

TEMPLE  INLAND 


TOTAL  PAPER  PRODUCTS 
277461109  EASTMAN  KODAK 


049870207 
92929Q107 


TOTAL  PHOTOGRAPHY 

ATTWOODS  PLC  ADR 
WMX  TECHNOLOGIES 


Shares 

90,000.00 

675.000.00 

100,000.00 
200,000.00 

300.000.00 

140,000.00 

120,000.00 

54,100.00 

314.100.00 

180,000.00 

180.000.00 

135,000.00 

46,300.00 

240,000.00 


174,200.00 
160,000.00 
110,000.00 
230,000.00 
120,000.00 


40,000.00 
70,000.00 

110.000.00 

190,000.00 
160,000.00 

350.000.00 
60,000.00 
60.000.00 

180,000.00 

180.000.00 

627,500.00 
400,000.00 


Book  Value 

2,694,300.00 

16,528,218.75 

2,134,906.35 
3,662,113.70 

5.797.020.05 

6,057,973.39 
4,428,250.00 
1,082,857.50 

11.569.080.89 

5,452,020.00 

5.452.020.00 

5,534,326.83 
4,675,419.20 
6,267,450.56 


Market  Value 

2,947,500.00 

15.110.625.00 

1,987,500.00 
3,600,000.00 

5.587.500.00 

5,792,500.00 
3,870,000.00 
1,068,475.00 

10.730.975.00 

5,895,000.00 

5,895.000.00 

7,695,000.00 
4,728,387.50 
6,870,000.00 


421.300.00         16.477.196.59         19.293.387.50 


7,671,945.40 
5,067,671.52 
9,880,475.00 
13,731,340.00 
3,059,680.00 


1,828,525.00 
4,434.375.00 

6.262.900.00 

3,955,124.80 
9,349,609.00 

13.304.733.80 

655,494.53 

655.494.53 

8,377,379.55 

8.377.379.55 

6,643,469.25 
13,606,853.00 


7,294,625.00 

4,580,000.00 

11,508,750.00 

13,886,250.00 

2,865,000.00 


794.200.00        39.411  111.92        4Q.134.625.QQ 


2,045,000.00 
4,191,250.00 

6.236.250.00 

3,895,000.00 
9,460,000.00 

13.355.000.00 

2,857,500.00 

2.857.5QQ.QQ 

8,662,500.00 

8.662..500.00 

5,569,062.50 
10,600,000.00 
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Cusip 


121897102 
655844108 


251591103 
313747206 
590438107 
779273101 
876664103 
910197102 
948741103 


20564D107 


030177109 
077853109 
362320103 
670768100 
845333103 
879382208 
879403780 
912889102 


612085100 
694308107 


052587102 
290913102 
35177K108 
399877109 
462710104 
592835102 
644465106 


Security  Name 

TOTAL  POLLUTION  CONTROL 

BURLINGTON  NORTHERN 
NORFOLK  SOUTHERN 

TOTAL  RAILROADS 

DEVELOPERS  DIVERSIFIED 
FEDERAL  REALTY 
MERRY  LAND  INVESTMENT 
ROUSE  COMPANY 
TAUBMAN  CENTERS 
UNITED  DOMINION  REALTY 
WEINGARTEN  REALTY 

TOTAL  REAL  ESTATE 

COMSAT 

TOTAL  TELECOMM/TECHNOLOGY 

AT&T 

BELL  ATLANTIC  CORP. 

GTE  CORP 

NYNEX 

SOUTHWESTERN  BELL  CORP 

TELEFONICA  DE  ESPANA 

TELMEX 

US  WEST  COMMUNICATIONS 

TOTAL  UTILITIES-COMMUNICATIONS 

MONTANA  POWER  CO 
PACIFIC  GAS  &  ELECTRIC 

TOTAL  UnLITIES-ELECTRIC 

AUSTRL^  FUND  INC 
EMERGING  GERMANY  FUND 
FRANCE  GROWTH  FUND 
GROWTH  FUND  OF  SPAIN 
IRISH  INVESTMENT  FUND 
MEXICO  FUND 
NEW  GERMANY  FUND 

TOTAL  EQUITY  COUNTRY  FUNDS 

TOTAL  STOCKS 

SHORT  TERM  INVESTMENT  POOL 

TOTAL  MTCP 


Shares 

1,027.500.00 

130,000.00 
130,000.00 


35,000.00 
200,000.00 
270,000.00 

47,500.00 
114,500.00 
100,000.00 
152,800.00 

919.800.00 

390,000.00 

390.000.00 

300,000.00 
120,000.00 
370,000.00 
70,000.00 
145,000.00 
200,000.00 
305,000.00 
240,000.00 


200,000.00 
32,400.00 

232AQ^LQQ. 

50,000.00 
37,100.00 
300,000.00 
220,000.00 
102,500.00 
144,500.00 
200,000.00 

1 .054.100.00 

24.389. 109.00 

148.7Q9.QQ 

24.537.818.00 


Book  Value 

20.250.322.25 

6,804,080.00 
7,921,925.00 


Market  Value 

16.169.062.50 

6,938,750.00 
8,190,000.00 


260.000.00         14.726,005.00         15.128.750.00 


1,057,101.50 
5,200,000.00 
5,586,950.00 
902,187.50 
1,356,366.93 
1,425,000.00 
5,755,408.40 

21. 283.014.33 

9,113,549.20 

9.113.549.20 

9,848,678.96 
6,314,452.00 
8,886,014.78 
2,650,633.00 
5,647,376.50 
7,543,386.00 
15,145,729.50 
10,092,136.47 


4.322,198.00 
996,818.40 

5.319.016.40 

490,250.00 
287,551.00 
3,010,006.00 
1,952,173.50 
775,286.00 
3,262,516.75 
2,352,179.32 

12.129.962.57 
758.658.857.18 

14.870.900.00 
77.3.5;29.7.'>7.18 


1,085,000.00 
5,125,000.00 
5,467,500.00 
890,625.00 
1,316,750.00 
1,400,000.00 
5,806,400.00 

21.091.275.00 

9,067,500.00 

9.067.500.00 

16,312,500.00 
6,720,000.00 

11,655,000.00 
2.651,250.00 
6,307,500.00 
8,050,000.00 

17,041,875.00 

10,050,000.00 


1,7.50.000.00         66.128.407.21         78.788.125.QQ 


4,475,000.00 
769,500.00 

5.244.500.00 

462,500.00 
287,525.00 
3,000,000.00 
2,117,500.00 
858,437.50 
4,064,062.50 
2,325,000.00 

13.115.025.00 

831.901.795.il 

14.870.900.00 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


^fiitt  ixt  tkt  ^t:^i&inii'txt  ^nbiinx 


STATE  CAPITOL 

PO  BOX  201705 

HELENA,  MONTANA  59620-1705 

406/444-3122 

FAX  406/444-3036 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Net  Asset  Value  for  the  state  of  Montana 
Board  of  Investments,  Montana  Convertible  Securities  Pool,  as  of  June  30,  1994  and  1993,  and  the 
related  Statement  of  Changes  in  Net  Asset  Value  and  Statement  of  Investment  Income  and 
Distributions  for  the  two  fiscal  years  then  ended.   These  financial  statements  are  the  responsibility 
of  the  Board  of  Investments'  management.  Our  responsibility  is  to  express  an  opinion  on  these 
financial  statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  statements  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  statements.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  statement  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  net  asset  value  of  the  state  of  Montana  Board  of  Investments,  Montana  Convertible 
Securities  Pool,  as  of  June  30,  1994  and  1993,  and  its  changes  in  net  asset  value  and  investment 
income  and  distributions  for  the  fiscal  years  then  ended  in  conformity  with  generally  accepted 
accounting  principles. 


Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


December  1,  1994 
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STATE  OF  MONTANA  BOARD  OF  DWESTMENTS 
MONTANA  CONVERTIBLE  SECURITIES  POOL  FINANCIAL  STATEMENTS 

STATEMENT  OF  NET  ASSET  VALUE,  JUNE  30,  1994  AND  1993 


1994 


1993 


Assets 


Cash  $     767,704 

Interest  and  dividend  receivable  676,514 

Broker  receivable  for  securities  sold  but  not  settled  (Note  2)  1,248,750 
Investments  managed  at  current  value  (amortized 
cost  of  $80,423,731  in  1994  and  $44,736,368  in  1993)  (Notes  2  and  4)     74.297.838 

Total  ass^s  76.990.806 

Liabilities 

Income  due  participants  3,045 

Broker  payable  for  securities  purchased  but  not  settled  (Note  2)  963,050 

Total  liabilities  966.095 

Net  asset  value  $76.024.711 

Units  Outstanding  79,600 

Unit  Value  $955 


7,361 

577,734 


45.118.600 
45.703.695 

306 

306 

$45.703.389 

45,000 
$1,016 


STATEMENT  OF  CHANGES  IN  NET  ASSET  VALUE 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1994  AND  1993 


Net  asset  value,  beginning  of  year 

Value  of  units  purchased  b^  participants 

Value  of  units  sold  by  participants 

Changes  in  current  value  of  investments  managed 

Net  asset  value,  end  of  year 


$  45,703,389 
35,601,619 
0 
(5.280.297) 


$  0 

45,041,029 

0 

662.360 


$  76.024.711      $  45.703.389 


STATEMENT  OF  INVESTMENT  INCOME  AND  DISTRIBUTION 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1994  AND  1993 


Investment  income 

Administrative  expenses 

Income  due  participants,  beginning  of  year 


$3,801,291 
(184,789) 
306 


$871,885 
(7,696) 
0 


Income  available  for  distribution 
Distribution 

Income  due  participants,  end  of  year 


3,616,808 
3.613.763 

J    3.045 


864,189 
863.883 

$   306 


The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  CONVERTIBLE  SECURITIES  POOL 

NOTES  TO  FINANCL\L  STATEMENTS 
JUNE  30,  1994  AND  1993 


1.  HISTORY  AND  ORGANIZATION 

The  Board  was  created  by  an  act  of  the  Legislature  to  invest  and  manage  the  State  of 
Montana's  investment  funds  on  a  centralized  basis.  The  Montana  Convertible  Securities 
Pool  (MTCVP)  was  created  by  the  Board  to  allow  qualifying  funds,  per  Section  17-6-201, 
MCA,  to  participate  in  a  diversified  pool.  The  MTCVP  was  created  as  of  March  1,  1993 
by  the  transfer  of  all  convertible  bonds  owned  by  the  Public  Employees'  Retirement  System 
and  Teachers'  Retirement  System.  These  securities  were  previously  recorded  in  the  All 
Other  Funds  financial  statements  for  the  fiscal  year  ended  June  30,  1992. 

2.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Broker  Receivable/Payable 

Convertible  security  transactions  are  recorded  as  of  the  trade  date  rather  than  the 
settlement  date.  Because  of  this  generally  accepted  practice,  the  Convertible  portfolio  at 
June  30  includes  receivables  from  brokers  for  securities  sold  but  not  delivered  and  payables 
to  brokers  for  securities  purchased  but  not  received. 

Investments 

Convertible  securities  are  securities  carrying  the  right  to  exchange  the  security  for  other 
securities  of  the  issuer  or  of  another  issuer.  This  definition  most  often  applies  to  preferred 
stocks  or  bonds  carrying  the  right  to  exchange  for  given  amounts  of  common  stocks. 

Investments  are  presented  in  the  Statement  of  Net  Asset  value  at  current  value.  Current 
values  for  publicly  traded  securities  are  determined  primarily  by  reference  to  market  prices 
supplied  to  the  Board  by  various  brokerage  services.  Amortized  cost,  parenthetically 
disclosed,  represents  the  original  cost  adjusted  for  premium  and  discount  amortization 
where  applicable.  Premiums  and  discounts  are  amortized  using  an  interest  method  over 
the  life  of  the  security. 

Participant  Units 

The  Public  Employees'  Retirement  System  and  the  Teachers'  Retirement  System  transferred 
all  convertible  bonds  into  the  MTCVP  at  the  start-up  date  and  were  issued  units  according 
to  the  market  value  of  their  contribution.  The  initial  unit  value  as  of  March  1,  1993  was 
$1,000.  Unit  values  thereafter  are  calculated  once  a  month  at  the  close  of  the  last  business 
day  of  the  month  based  upon  the  market  value  of  the  MTCVP  bond  and  preferred  stock 
holdings  and  other  assets.  Based  on  the  investment  officers'  decision,  participants  may  then 
buy  or  sell  units  on  the  first  business  day  of  each  month. 

Other 

The  gains/losses  of  the  portfolio  are  retained  rather  than  distributed  to  participants  at 
month  end. 
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3.  SECURITIES  LENDING 

The  Board  has  an  agreement  with  the  custodial  bank  whereby  the  bank  lends  to  other 
entities  securities  managed  by  the  Board.  Chase  Manhattan  Bank  was  the  Board's 
custodial  bank  from  July  1,  1992  through  November  30,  1993,  while  State  Street  Bank  was 
appointed  the  Board's  custodial  bank  on  December  1,  1993.  During  the  period  the 
securities  are  on  loan,  the  Board  receives  a  fee  and  the  bank  must  maintain  collateral  equal 
to  102  percent  of  the  market  value  of  the  securities  on  loan.  The  Board  retains  all  rights 
and  risks  of  ownership  during  the  loan  period.  Securities  lending  income  was  $17,393  for 
fiscal  year  1994  and  $1,084  for  fiscal  year  1993.  On  June  30,  1994  and  1993,  respectively, 
$12,091,887  and  $3,326,217  in  securities  were  on  loan  to  other  entities. 

4.  INVESTMENT  RISK  CATEGORIES 

State  of  Montana  investments  are  categorized  below  to  give  an  indication  of  the  level  of  risk 
assumed  at  June  30,  1994  and  1993.  Category  1  includes  investments  that  are  insured  or 
registered  or  securities  that  are  held  by  the  Board  or  its  agent  in  the  Board's  name. 
Category  2  includes  uninsured  and  unregistered  investments,  with  securities  held  by  the 
counterparty  trust  department  or  agent  in  the  Board's  name. 


Risk  as  of  June  30,  1994 


Investment  Type 

Corporate  Bonds 
Corporate  Stocks 
STIP 

Total  Investment 


Category  1 

$46,648,872 

18,365,772 

3.317.200 

$68.331.844 


Category  2  * 

$5,708,216 
6,383,671 
0 

$12.091.887 


Carrying 
Amount 

$52,357,088 

24,749,443 

3.317.200 

$80.423.731 


Market 
Value 

$48,437,675 

22,542,963 

3.317.200 

$74.297.838 


Investment  Type 

Corporate  Bonds 
STIP 

Total  Investmoit 


Risk  as  of  June  30,  1993 


Category  1         Category  2  •• 


$35,414,551 
5.995.600 

$41.410.151 


$3,326,217 
0 

$3.326.217 


Carrying 
Amount 

$38,740,768 
5.995.600 

$44.736.368 


Market 
Value 

$39,123,000 
5.995.600 

$45.118.600 


*  At  June  30,  1994,  these  securities  with  a  market  value  of  $10,746,733  were  loaned 
under  a  securities  lending  agreement  with  the  state's  agent. 

**  At  June  30,  1993,  these  securities  with  a  market  value  of  $3,225,000  were  loaned 
under  a  securities  lending  agreement  with  the  state's  agent. 

5.         CONVERTIBLE  PREFERRED  STOCK  TRANSFER 

On  October  1,  1993,  $12,983,250  in  convertible  preferred  stocks  ovraed  by  the  Public 
Employees'  Retirement  System  and  the  Teachers'  Retirement  System  were  bought  by  the 
Montana  Convertible  Securities  Pool. 


6.         YEAR  END  PORTFOLIO 

The  June  30,  1994  MTCVP  portfolio  is  listed  on  the  following  pages. 
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Ciisip 

Securitv  Name 

Coupon 

Maturitv 

Par/Shares 

Book  Value 

Market  Value 

0247039M4 

AMERICAN  BRANDS  EURO 

7.625 

03/05/2001 

2,000,000.00 

2,149,288.73 

1.999.375.00 

032161AA9 

AMSCO  INTERNATIONAL 

4.500 

10/15/2002 

1,500,000.00 

1,405,475.63 

1.200.000.00 

053015AC7 

AUTOMATIC  DATA  PROCESSING 

.000 

02/20/2012 

3,500,000.00 

1,454,566.13 

1.400.000.00 

090324AB0 

BINDLEY  WESIbRN  INDUSTRIES 

6.500 

10/01/2002 

1,000,000.00 

931.364.70 

890.000.00 

115885AF2 

BROWNING  FERRIS 

6.250 

08/15/2012 

1,000,000.00 

957.119.85 

977.500.00 

143898AA2 

CAROLINA  FREIGHT  CORP 

6.250 

04/15/2011 

1.000,000.00 

826.187.17 

765.000.00 

208108AC4 

CONNOR  PERIPHERALS 

6.50 

03/01/2002 

1,500,000.00 

1,334.045.82 

1.222.500.00 

209615BL6 

CONSOLIDATED  NATURAL  GAS 

7.250 

12/15/2015 

2,000,000.00 

2,118,193.84 

2.045.000.00 

247361YA0 

DELTA  AIR  LINES  INC 

3.230 

06/15/2003 

2,000,000.00 

1,472,107.68 

1.380.000.00 

268648AB8 

EMC  CORP 

4.25 

01/01/2001 

1,500,000.00 

1.511,755.05 

1.372.500.00 

292448AC1 

EMPRESAS  ICA  SOC 

5.00 

03/15/2004 

1,500,000.00 

1.327.290.47 

1,372.500.00 

293567AQ6 

ENSERCH  CORP 

6.375 

04/01/2002 

1,000,000.00 

964,189.99 

894.375.00 

316773AB6 

FIFTH  THIRD  BANCORP 

4.250 

01/15/1998 

1,000,000.00 

988.510.94 

980.000.00 

344775AA9 

FOOD  LION  144A 

5.000 

06/01/2003 

1,500.000.00 

1.490,171.10 

1.432.500.00 

35671 4  AF2 

FREEPORT  MCMORAN  INC 

.000 

08/05/2006 

2,000.000.00 

706.542.88 

682.500.00 

357288AF6 

FREEMONT  GENERAL 

.000 

10/12/2013 

400.000.00 

154.206.55 

132,000.00 

411335AA0 

HANSON  AMERICA  INC 

2.390 

03/01/2001 

2,000,000.00 

1,607.882.78 

1,495,000.00 

419447n0 

CHUBB  CORP  EURO 

6.000 

05/15/1998 

1,000,000.00 

1,035,097.00 

1,040,625.00 

422660AB6 

HECHINGERS 

5.500 

04/01/2012 

1.500,000.00 

1,217,200.64 

1,200,000.00 

46062RAA6 

INTERPOOL 

5.250 

12/15/2018 

1,000,000.00 

1,001.010.55 

800,000.00 

488542II4 

TEXAS  INSTRUMENTS  EURO 

2.75 

09/29/2002 

500,000.00 

523.726.36 

521,612.50 

490433II2 

TRINOVA  EUROBOND 

6.000 

10/15/2002 

1,000,000.00 

985,425.50 

929,687.50 

574599AG1 

MASCO 

5.250 

02/15/2012 

2,000.000.00 

1.932.133.46 

1,800,000.00 

574670AB1 

MASCOTECH 

4.500 

12/15/2003 

2,000,000.00 

2.000,000.00 

1,420,000.00 

58445HAA1 

MEDIA  VISION 

4.875 

10/01/2003 

500.000.00 

511,557.46 

155,000.00 

620076AJ8 

MOTOROLA  CORPORATION 

.000 

09/27/2013 

2,000.000.00 

1,281,783.02 

1,270,000.00 

669930AA7 

NOVACARE  INC 

5.500 

01/15/2000 

1.500.000.00 

1,357,014.42 

1,361,250.00 

709903BE7 

PENNZOIL 

4.75 

10/01/2003 

2.000.000.00 

1,809,052.51 

1,760,000.00 

737679BT6 

POTOMAC  ELECTRIC  POWER 

5.000 

09/01/2002 

1.000.000.00 

876,904.30 

840,000.00 

741440AC5 

PRICE  COMPANY 

6.750 

03/01/2001 

3.000.000.00 

3,079,781.20 

2,925,000.00 

742925  AA8 

PROFITTS  CORP 

4.750 

11/01/2003 

1,750.000.00    ■ 

1,500,609.66 

1,251,250.00 

775422AE8 

ROHR  INDUSTRIES  INC 

7.000 

10/01/2012 

2.000,000.00 

1,487,359.16 

1,450,000.00 

784027AB0 

SCOR  US  CORP 

5.250 

04/01/2000 

1,500.000.00 

1,442,927.94 

1,320,000.00 

8873 15  ASS 

TIME  WARNER 

.000 

06/22/2013 

6,000.000.00 

2,350,609.86 

2,197.500.00 

888328AA9 

TFTAN  WHEEL 

4.75 

12/01/2000 

1,000.000.00 

1.030.313.22 

985.000.00 

902905AE5 

USX  MARATHON  GROUP 

7.000 

06/15/2017 

2.000.000.00 

1,912.217.12 

1.770.000.00 

91302LAP2 

UNITED  TECHNOLOGIES  INC 

.000 

09/08/1997 

2.000.000.00 

1,798,272.50 

1,750,000.00 

941547AA9 

WATERHOUSE  INVESTOR  SVCS 

6.000 

12/15/2003 

2.000,000.00 

1,825,193.02 

1,450,000.00 

TOTAL  CONVERTIBLE  BONDS 

63.650.000.00 

52.357.088.21 

48.437.675.00 

059438507 

BANC  ONE 

3.5000 

25,000.00 

1,682.725.00 

1.562,500.00 

066050709 

BANK  OF  AMERICA  CORP 

3.2500 

15.000.00 

893.400.00 

845,625.00 

121897607 

BURLINGTON  NORTHERN 

3.2500 

15.000.00 

949.650.00 

948,750.00 

168672202 

CHIEFTAIN  DEVELOPMENT 

1.8125 

20.000.00 

501.200.00 

500,000.00 

205887409 

CONAGRA  INC  PFD 

1.6875 

25,000.00 

803,125.00 

803,125.00 

216669507 

COOPER  INDUSTRIES 

1.6000 

45,000.00 

1.152,700.00 

1,023,750.00 

345370209 

FORD  MOTOR  CORP 

4.2000 

15,000.00 

1,499,650.00 

1,455,000.00 

370442873 

GENERAL  MOTORS  CV  DEP 

3.2500 

20,000.00 

1,096,225.00 

1,127,500.00 

374230209 

GERRITY  OIL  &.  GAS  CORP 

1.5000 

15,000.00 

354,375.00 

243,750.00 

470349887 

JAMES  RIVER 

1.5530 

50.000.00 

862,500.00 

862,500.00 

Page  D-8 


Ciisip 

Securitv  Name 

Coupon        Maturity           Par/Shares 

Book  Value 

Market  Value 

482584208 

K  MART  PERCS  CV 

3.4100 

27,500.00 

1,321,700.00 

862,812.50 

486168404 

KAUFMAN  &.  BROAD  HOME  CORP 

1.5200 

45,000.00 

875,900.00 

708,750.00 

574670303 

MASCOTECH 

1.2000 

30,000.00 

470,550.00 

427,500.00 

674599824 

OCCIDENTAL  PETROLEUM 

3.8750 

20,000.00 

1,086.525.00 

996,978.00 

779273200 

ROUSE  COMPANY 

3.2500 

20,000.00 

1,058,100.00 

1,020,000.00 

79549B412 

SALOMON  BROS  ORACLE 

2.2500 

26,000.00 

824,810.00 

887,250.00 

812387504 

SEARS  PFD  A 

3.7500 

15,000.00 

842.285.00 

825,000.00 

841297500 

SOUTHDOWN  INC  PFD 

2.8750 

20,000.00 

932,895.00 

855,000.00 

866930704 

SUN  AMERICA  INC 

2.7800 

20,000.00 

863,990.00 

797.500.00 

909214207 

UNISYS  CV  PFD 

3.7500 

35,000.00 

1,680.000.00 

1,203,125.00 

915289201 

UNOCAL 

3.5000 

25,000.00 

1,423,100.00 

1,417,597.50 

939334405 

WASHINGTON  MUTUAL  SAVINGS  BANK 

6.0000 

20,200.00 

2.366,100.20 

1,913,950.00 

99E25P904 

NACIONAL  FINANCIERA  SNC 

6.7900 

20,000.00 

1,207,937.50 

1,255,000.00 

TOTAL  PREFERRED  STOCKS 

568,700.00 

24.749,442.70 

22.542.963.00 

TOTAL  BONDS  AND  STOCKS 

64,218.700.00 

77.106.530.91 

70.980.638.00 

SHORT  TERM  INVESTMENT  POOL 

33.172.00 

3,317.200.00 

3.317.200.00 

TOTAL  MTCVP 

64.251.872.00 

80.423.7^0.91 

74.297.838.00 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


^Ifxtt  ixf  iht  ^t^hinizixt  ^ui^iiicx 


STATE  CAPITOL 

PO  BOX  201 705 

HELENA.  MONTANA  59620-1705 

406/444-3122 

FAX  406/444-3036 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Balance  Sheet  of  the  Enterprise  Fund  of  the  state  of 
Montana  Board  of  Investments  as  of  June  30,  1994  and  1993,  and  the  related  Statement  of 
Revenues,  Expenses  and  Changes  in  Retained  Earnings  and  Statement  of  Cash  Flows  for  the  two 
fiscal  years  then  ended.  These  financial  statements  are  the  responsibility  of  the  Board  of 
Investments'  management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  statements  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  statements.   An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  statement  presentation.   We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  discussed  in  note  1,  the  financial  statements  present  only  the  Enterprise  Fund  and  are 
not  intended  to  present  fairly  the  financial  position  and  results  of  operations  of  the  state  of 
Montana  in  conformity  with  generally  accepted  accounting  principles. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  financial  position  of  the  state  of  Montana  Board  of  Investments'  Enterprise  Fund  as 
of  June  30,  1994,  and  the  results  of  its  operations  and  cash  flows  of  its  Enterprise  Fund  for  the 
fiscal  year  then  ended  in  conformity  with  generally  accepted  accounting  principles. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


December  1,  1994 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS  ENTERPRISE  FUND 

BALANCE  SHEET  AS  OF  JUNE  30,  1994  AND  1993 


Assets 


Current: 

Cash  and  cash  equivalents  (Notes  1  and  7) 

Interest  receivable 

Short-term  investments  (Notes  2  and  7) 

Prepaid  expenses 

Due  from  other  funds 

1994 

$  4,445,544 

1,033,350 

5,443,692 

444 

866 

1993 

$   1,548,180 

983,156 

6,832,803 

74 

4.495 

Total  current 

10.923.896 

9.368.708 

Long-term: 

Notes/loans  receivable  (Note  1) 
Investments  (Note  2) 
Capitahzed  cost  of  issue 
Equipment 
Accumulated  depreciation 

29,244,888 

7,017,132 

1,282,529 

39,617 

(15.117) 

25,545,051 

7,818,539 

1,328,539 

37,553 

(10.090) 

Total  long-term 

37.569.049 

34.719.592 

Total  ass^s 

$48,492,945 

$44,088,300 

Liabilities 

Current: 

Advances 

Accounts  payable 

Due  to  other  funds 

Accrued  expenses 

Accrued  interest  payable 

Arbitrage  rebate  tax  payable 

Current  bonds/notes  payable  (Note  3) 

Total  current 

Long-term: 

Bonds/Notes  payable  (Note  3  ) 
Comp>ensated  absences 
Deferred  cost  of  issue  recovery 
Arbitrage  rebate  tax  payable 

Total  long-term 

Total  liabilities 

Retained  Elamings 

Total  liabilities  and  r^ained  earnings 


;      180,933 

9,419 

6,895 

21 

$      138,506 

16,267 

9,797 

197 

804,743 

0 

24.160.247 

793,709 

23,046 

17.628.000 

25.162.258 

18.609.522 

20,692,971 

11,147 

429,899 

294.575 

23,218,831 

9,686 

466,751 

151.155 

21,428.592 

23.846.423 

46.590,580 

42.455.945 

1.902.095 

1.632.355 

$48,492,945 

$44,088,300 

The  accompanying  notes  are  an  integral  part  of  these  flnancial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS  ENTERPRISE  FUND 

STATEMENT  OF  REVENUES,  EXPENSES,  AND  CHANGES  IN  RETAEVED 
EARNINGS  FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1994  AND  1993 


Revenue 

Bond  issue  fee 
Investment  earnings 
Cost  of  issue  recovery 
Reimbursements 

Total  revenue 

Expenses 

Personal  services 

Contracted  services 

Supplies  and  materials 

Communications 

Travel 

Rent 

Repair  and  maintenance 

Indirect  and  other  costs 

Debt  service 

Installment  purchases 

Interest 

Trustee  fees 

Bond  issuance  cost  amortization 

Other  debt  service  expense 
Depreciation 
Arbitrage  rebate  tax 
Loss  on  equipment  disposal 
Amortization 

Total  expenses 

Net  gain  (loss)  (Note  5) 

Retained  earnings,  July  1 

Prior  period  adjustment  (Note  6) 

Adjusted  retained  earnings  July  1 

Retained  earnings,  June  30 


1994 


1993 


;   149,220 

$    3,035 

2,994,575 

3,107,129 

61,211 

82,835 

40.352 

45.938 

3.245,358 

3.238.937 

122,726 

124,529 

18,709 

13,786 

1,993 

2,823 

5,328 

8,744 

4,010 

1,309 

20,347 

19,077 

1,093 

1,742 

14,251 

14,571 

1,706 

0 

2,402,016 

2,564,496 

7,404 

23,902 

291,431 

298,538 

(64,856) 

6,137 

5,027 

2,169 

143,419 

291,701 

0 

2,534 

1.014 

92 

2.975.618 

3.376.150 

269,740 

(137,213) 

1,632,355 

1,426,773 

0 

342,795 

1.632.355 

1.769,568 

$1,902,095 

$1,632,355 

The  accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS  ENTERPRISE  FUND 

STATEMENT  OF  CASH  FLOWS  FOR  THE  YEARS  ENDED  JUNE  30,  1994  AND  1993 
INCREASE  (DECREASE)  IN  CASH  AND  CASH  EQUIVALENTS 


Cash  flows  from  operating  activities: 

Receipts  for  sales  and  services 

Collections  for  principal  and  interest  on  loans 

Cash  payments  for  loans 

Payments  to  suppliers  for  goods  and  services 

Payments  to  employees 

Payments  for  arbitrage  rebate  tax 

Net  cash  used  for  operating  activities 

Cash  flows  from  non-capital  flnancing  activities: 

Payment  of  principal  and  interest  on  bonds  and  notes 
Proceeds  from  issuance  of  bonds  and  notes 
Payment  of  bond  issuance  costs 

Net  cash  provided  (used)  for  non-capital  flnancing  activities 

Cash  flows  from  capital  and  related  flnancing  activities: 
Acquisition  of  fixed  assets 

Net  cash  used  for  capital  and  related  flnancing  activities 

Cash  flows  from  investing  activities: 
Purchase  of  investments 

Proceeds  from  sales  or  maturities  of  investments 
Interest  on  investments 

Net  cash  provided  by  investing  activities 
Net  decrease  in  cash  and  cash  equivalents 
Cash  and  cash  equivalents,  July  1 
Cash  and  cash  equivalents,  June  30 

Reconciliation  of  net  gain/loss  to  net  cash  used  for  operating  activities: 
Net  gain/loss 

Adjustments  to  reconcile  net  loss  to  net  cash  used  for  operating  activities 
Depreciation  and  amortization 
Interest  on  investments 
Cost  of  issue  recovery 
Interest  expense 
Loss  on  disposal  of  flxed  assets 
Prior  year  adjustment  related  to  operations 
Change  in  assets  and  liabilities: 

Increase/decrease  in  due  to  other  funds 
Increase/decrease  in  long-term  loans/notes  receivable 
Increase/decrease  in  accounts  receivables 
Increase/decrease  in  other  assets 
Increase/decrease  in  accounts  payable 
Increase/decrease  in  due  to  other  funds 
Increase/decrease  in  compensated  absences  payable 
Increase/decrease  in  arbitrage  rebate  tax  payable 

Total  adjustments 

Net  cash  used  for  operating  activities 


1994 

191,832  $ 
3,164,313 
(6,913,554) 

(67,542) 
(122,612) 

(23.045) 

(3.770.608) 


1993 

46,713 

8,077,677 

(8,133,401) 

(62,527) 

(131,566) 

(117.500) 

(320.604) 


(7,198,566)      (10,636,728) 
8,773,974  1,485,427 

(118.840)  168.494 


1.456.568         (8.982.807) 


(5.635) 


(5.635) 


(11,391,519) 

13,582,037 

3.026.521 

5,217,039 
2,897,364 
1,548,180 
4.445.544 


(21.600) 
(21.600) 


(5,045,211) 
7,417,047 
3.215.720 

5,587,556 

(3,737,455) 

5,285,635 

1.548.180 


269,740 

6,041 

(2,994,575) 

(61,211) 

2,637,701 

0 

0 

2,260 

(3,699,837) 

(49,404) 

(370) 

(992) 

(1,796) 

1,461 

120.374 

(4.040.348) 
$  (3.770.608)    $_ 


(137,213) 

2,261 
(3,107,129) 
(82,835) 
2,893,073 
2,534 
(397) 

(2,260) 
80,578 
(136,302) 
1,726 
(438) 
(4,136) 
(4,267) 
174.201 

(183.391) 
(320.604) 


The  accompanying  notes  are  an  integral  part  of  these  flnancial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS  ENTERPRISE  FUND 

NOTES  TO  FINANCIAL  STATEMENTS 
FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1994  AND  JUNE  30,  1993 


1.      SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

a.  Basis  of  Accounting 

The  Board  uses  the  accrual  basis  of  accounting  for  the  Enterprise  Fund.  Under  the  accrual 
basis  of  accounting,  expenses  are  recorded  when  incurred  and  revenues  are  recorded  when 
earned.  The  financial  statements  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  with  adjustments  and  information  contained  in  the  bond  trustee 
statements.  The  statements  include  the  financial  activity  administered  by  the  Board  in  the 
Enterprise  Fund. 

b.  Presentation  of  Programs 

The  Board  uses  the  Enterprise  Fund  to  account  for  its  programs  created  under  the 
Economic  Development  Bond  Act  and  the  Municipal  Finance  Consolidation  Act. 

Economic  Development  Bond  Act  programs  include: 

■  The  Industrial  Development  Bond  Program  (IDB),  a  business  flnance 
program,  provides  funds  to  purchase  economic  development  loans. 

■  The  Conservation  Reserve  Enhancement  Program  (CRP),  created  in  1990  by 
issuing  Economic  Development  Bonds,  allows  farmers  to  receive  a  lump  sum  payment 
by  assigning  their  federal  CRP  contract  to  the  Board.  The  farmers  under  contract 
must  comply  with  seeding  and  other  requirements. 

Municipal  Finance  Consolidation  Act  programs  include: 

■  The  Montana  Cash  Anticipation  Financing  (MCAF)  program  provides  tax 
anticipation  financing  to  local  governments. 

■  The  Intermediate  Term  Capital  Pool  (INTERCAP)  program  provides  funds 
to  local  governments  to  finance  capital  expenditures  for  up  to  five  years. 

■  The  Irrigation  District  Pooled  Loan  Program  provided  funds  for  the  Board 
to  purchase  the  refunding  bonds  from  participating  irrigation  districts  for  the  purpose 
of  prepaying  the  U.S.  Department  of  Interior,  Bureau  of  Reclamation  Projects  Loans. 

■  The  School  District  Pooled  Refunding  Program  provides  funds  for  the  Board 
to  purchase  the  general  obligation  refunding  bonds  of  participating  Montana  School 
Districts. 
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c.  Fixed  Asset  Depreciation  and  Software  Amortization 

The  equipment  fixed  assets  recorded  in  the  Enterprise  Fund  are  depreciated  on  a  straight- 
line  basis,  with  salvage  value,  in  accordance  with  state  policy.  The  software  is  being 
amortized  in  accordance  with  state  policy. 

d.  Receivables 

The  Enterprise  Fund  notes/loan  receivables  of  $29,244,888  as  of  June  30,  1994,  and 
$25,545,051  as  of  June  30,  1993,  represent  loans  made  to  Montana  local  governments. 
Historically,  there  have  been  no  uncollectible  account  balances. 

e.  Cash  Equivalents 

For  purposes  of  the  Statement  of  Cash  Flows,  the  Enterprise  Fund  considers  all  highly 
liquid  investments  with  an  original  maturity  of  three  months  or  less  when  purchased  to  be 
cash  equivalents.  Cash  and  cash  equivalents,  as  identifled  in  the  Balance  Sheet  are  as 
follows: 


Cash  in  treasury 

Cash  with  flscal  agent 

Short-Term  Investment  Pool  (STIP) 

First  American  corporate  trust  treasury  fund 

Federated  treasury  obligations  fund 

Government  securities 

Cash  and  cash  equivalents 

*  The  STIP,  federated  treasury  obligations  fund  and  government  securities  as  of  June 
30,  1993,  totalUng  $1,501,485,  were  previously  reported  at  "Short-Term  Investments." 

2.      INVESTMENTS 

The  deposits  and  investments  in  the  Enterprise  Fund  are  restricted  by  the  bond  trust 
indentures  to  the  following:  government  and  agency  obligations,  certificates  of  deposits, 
repurchase  agreements,  and  investment  agreements.  Deposits  and  investments  must  be 
made  with  Montana  banks  or  in  the  Short  Term  Investment  Pool  (STIP)  administered  by 
the  Board.  The  deposits  and  investments  are  combined  on  the  Board's  financial  statements. 

The  Board's  investments  in  the  Enterprise  Fund  are  classified  below  as  to  credit  risk  by 
Category  1,  which  includes  insured  or  registered,  or  securities  held  by  the  Board  or  its 
agent  in  the  Board's  name. 


June  30,  1994 

June  30.  1993 

$   4,411 

37,544 

248,800 

2,616,887 

0 

1.537.902 

$    5,535 
41,160 
241,900* 

0 
448,333* 
811,252* 

$4,445,544 

$1,548,180 
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Investment  Type 

Government  Securities 
Total  long  term  investments 


Government  Securities 
Total  short  term  investments 


Investment  Type 
Government  Securities 
Total  long  torn  investments 


Risk  As  Of  June  30,  1994 

Long  Term  Investments 

Category  1 

Carrying 
Value 

Markrt 
Value 

$7,017,132 

$7,017,132 

S7. 226. 664 

7.017.132 

7.017.132 

7.226.664 

Short  Term  Investments 


5.443.692 

5.443.692 

5.444,872 

$5,443,692 

$5,443,692 

$5,444,872 

Risk  As  Of  June  30,  1993 

Long  Term  Investments 

Category  1 

Cjirrying 
Value 

Market 
Value 

$7,818,539 

$7,818,539 

$8,295,760 

7.818.539 

7.818.539 

8.295.760 

Short  Term  Investments 


Government  Securities 
Total  short  term  investments 


6.832.803 
$6.832.803 


6.832.803 
$6.832.803 


6.838.008 
$6.838.008 


For  the  short  term  investments  as  of  June  30,  1993,  the  carrying  value  for  government 
securities  has  been  adjusted  by  $811,252,  from  $7,644,055  to  $6,832,803.  The 
government  securities'  market  value  has  been  changed  from  $7,649,232  to  $6,838,008  as 
of  June  30,  1993. 

As  previously  reported,  the  June  30,  1993,  investment  in  STIP  for  carrying  and  market 
value  was  $690,233.    The  restated  investment  in  STIP  for  June  30,  1993  is  zero. 

Both  changes  described  above  reflect  the  reclassification  of  certain  government  securities 
and  the  STIP  investment  from  short  term  investments  to  cash  equivalents. 

3.      BONDS/NOTES  PAYABLE 

Long  Term  Bonds/Notes  Payable 

Economic  Development  Bonds  (EDB),  Mimicipal  Finance  Consolidation  Act  Bonds 
(MFCAB),  and  Industrial  Development  Revenue  Bonds  (IDB) 

These  bonds  are  issued  under  the  Economic  Development  Bond  Act,  and  the  Municipal 
Finance  Consolidation  Act,  for  the  purpose  of  assisting  Montana's  small  businesses  and 
local  governments  in  obtaining  low  cost  financing.  Outstanding  obligations  are  listed  on 
the  next  page  (in  thousands): 
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Program  Scries 

Industrial  Development  Revenue  Bonds 

(Pooled  Loan  Program)  (1)  1984A-G 

Industrial  Development  Revenue  Bonds 

(Pooled  Loan  Program)  (1)  198SA-K 

Municipal  Finance  Consolidation  Act 

Bonds  (Irrigation  Program)  (2)  1988 

Economic  Development  Bond  Act  Bonds 

(Conservation  Reserve  Enhancement  Program)  (3)      1991A-B 


Municipal  Finance  Consolidation  Act  Bonds 
(School  District  Pooled  Refunding  Program)  (4) 


Total  Bonds  Payabk 

Conservation  Reserve  Enhancement  Program 
(CRP  Notes)  (3) 

Total  Boods/Notcs  Pajable 

Less  Current  Portion  (FY95  Principal  Payments) 

Total  Lmg  Tenn  Bonls/Notes  Payabk 


1991 


Amount 
Issued 

Interest    <- 
Ranee  % 

— Principa 
FY  95 

1  Payments —  >        Balance 
To  Maturity    June  30,1994 

$  3,650 

7.00-10.75 

$     155 

$570   (2006) 

$  2,810 

3,160 

6.75-10.10 

95 

395   (2007) 

2,615 

4,976 

6.60-7.75 

430 

130  (2014) 

5,095 

7,380 

10.00-11.20 

1,050 

435   (1999) 

5,035 

6,234 

4.75-^.50 

724 

294   (2005) 

4,516 

$25,400 

$2,454 

20,071 

3,278 

9.00-9.92 

621 

45   (2001) 

3,697 

$28,678 

$3,075 

23,768 
(3,075) 
$20,693 

Piugiain  Series 

Industrial  Development  Revenue  Bonds 
(Pooled  Loan  Program)  (1) 

Industrial  Development  Revenue  Bonds 
(Pooled  Loan  Program)  (1) 

Municipal  Finance  Consolidation  Act 
Bonds  (Irrigation  Program)  (2) 

Economic  Development  Bond  Act  Bonds 

(Conservation  Reserve  Enhancement  Program)  (3)      1991A-B 

Municipal  Finance  Consolidation  Act  Bonds 
(School  District  Pooled  Refunding  Program)  (4) 


Total  Bomb  Payable 

Conservation  Reserve  Enhancement  Program 
(CRP  Notes)  (3) 

Total  Bonds/Notes  Payable 

Less  Current  Portion  (FY94  Principal  Payments) 

Total  Long  Tenn  Bonds/Notes  Payable 


Amoont  Interest    < — Principal  Payments — >       Balanrr 

Issmd  RaBge%         FY  »l        To  Matnritr    June  30.1993 


1984A-G 

$  3,650 

7.00-10.75 

$     140 

$570   (2006) 

$  2,950 

1985A-K 

3,160 

6.75-10.10 

90 

395   (2007) 

2,705 

1988 

4,976 

6.60-7.75 

145 

130  (2014) 

5,110 

1991A-B 

7,380 

10.00-11.20 

935 

435   (1999) 

5,970 

1991 

6,234 

4.75-6.50 

703 

294  (2005) 

5,219 

$25,400 

$2,013 

21,954 

3.278 

9.00-9.92 

0 

45   (2001) 

3,278 

$28,678 

$2,013 

25,232 
(2,013) 
$23,219 

(1)  The  bonds,  which  may  not  aggregate  more  than  $75  million,  are  limited 
obligations  of  the  Board  payable  solely  from  and  secured  by  certain  revenues  and  assets 
pledged  pursuant  to  an  Indenture  of  Trust.  The  bonds  do  not  constitute  a  debt,  liability 
or  legal  obligation  of  the  State  of  Montana.  However,  if  the  balance  in  the  "Capital 
Reserve  Account  A"  falls  below  the  Indenture  requirement,  the  Governor  is  required  to 
request  the  appropriate  funds  to  correct  any  such  deficiency.  Principal  payments  (accrued 
interest  to  be  added)  are  due  each  March  15.  Series  1985  J  ($665,000)  and  Series  1985  B 
($775,000)  were  recalled  on  March  15  and  December  15,  1988,  respectively,  without  a  gain 
or  loss  on  extinguishment.  Series  1985  L  ($325,000)  were  recalled  in  March  1992,  without 
a  gain  or  loss  on  extinguishment.  p^     £_jl 


(2)  The  Board  issued  these  bonds  to  provide  funds  to  purchase  the  Refunding  Bonds 
of  participating  Irrigation  Districts  for  the  purpose  of  prepaying  the  U.S.  Department  of 
Interior,  Bureau  of  Reclamation  Projects  Loans.  The  Irrigations  Bonds  and  the  interest 
thereon  are  payable  solely  from  the  collection  of  a  special  tax  or  assessment  which  are  a  lien 
against  real  property  in  the  Irrigation  District.  While  the  Irrigation  Bonds  are  not 
obligations  of  the  State  of  Montana,  the  bonds  are  limited  obligations  of  the  Board  due  to 
an  irrevocable  pledge  to  lend  money  for  deposit  by  the  Trustee  of  the  Irrigation  District 
Pooled  Loan  Program  Reserve  Account  E  in  an  amount  to  any  deficiencies  therein  on  any 
payment  date.   The  Indenture  does  not  permit  the  issuance  of  additional  bonds. 

(3)  The  Board  issued  these  bonds  and  notes  to  provide  funds  to  purchase  the  Board's 
outstanding  Bond  Anticipation  Notes  (BAN's),  and  make  loans  to  participating  farmers  and 
ranchers  under  its  Conservation  Reserve  Enhancement  Program.  The  Series  1991  Bonds 
are  not  in  any  way  a  debt  or  liability  of  the  State  of  Montana,  and  neither  the  full  faith  and 
credit,  nor  the  taxing  power  of  the  State  of  Montana  is  pledged  to  the  payment  of  the 
principal  of  or  interest  on  the  Bonds.  However,  the  1991  Bonds  are  limited  obligations  of 
the  Board.  The  BAN's  which  matured  on  November  15,  1992  were  reissued  to  correspond 
with  maturities  per  the  underlying  loans. 

(4)  The  Board  issued  these  bonds  to  provide  funds  to  purchase  the  general  obligation 
refunding  bonds  of  participating  Montana  School  Districts.  The  School  District  Refunding 
Bonds  and  the  interest  thereon  are  payable  from  real  property  taxes  levied  within  the  school 
district.  The  1991  Bonds  are  limited  obligations  of  the  Board,  and  are  not  a  debt  or 
liability  of  the  State  of  Montana,  and  neither  the  faith  and  credit  nor  the  taxing  power  of 
the  state  is  pledged  to  the  payment  of  principal  of  or  interest  on  the  bonds. 

Fiscal  year  1994  debt  service  requirements  (principal  &  interest)  are  listed  below  (in 


thousands): 

1995                1996 

1997 

1998              1999            2000+ 

Total 

$5,038            $4,722 

$4,569 

$3,969           $3,225          $14,398 

$35,921 

Fiscal  vear  1993  debt 

service  requirements  (Drincioal  &  interest)  are  listed 

below  (in 

thousands): 

1994                1995 

1996 

1997              1998            1999+ 

Total 

$4,567           $4,838 

$4,551 

$4,501           $3,832          $16,973 

$39,262 

Current  Bonds/Notes  Payable 

The  Enterprise  Fund  is  authorized  to  issue  Intermediate  Term  Capital  (EVTERCAP)  bonds 
under  the  Municipal  Finance  Consolidation  Act.  These  bonds  may  not  aggregate  more  than 
$50  million.  The  EVTERCAP  bonds  provide  funds  for  the  Board  to  make  loans  to  eligible 
local  government  units.  The  bonds  are  not  a  debt  or  liability  of  the  State  of  Montana.  The 
bonds  are  limited  obligations  of  the  Board  payable  solely  from:  a)  repayments  of  principal 

Page  £-12 


and  interest  on  loans  made  by  the  Board  to  participating  local  government  units;  b) 
investment  income  under  the  indenture;  and  c)  an  irrevocable  pledge  by  the  Board.  The 
Board  has  no  taxing  power.  These  bonds  may  be  redeemed,  at  the  bondholder's  option, 
any  March  1,  prior  to  maturity.  The  Board  did  not  enter  into  an  arms-length  financing 
agreement  to  convert  the  bonds  "put",  but  not  resold  into  some  other  form  of  long-term 
obligation.  Accordingly,  these  bonds,  considered  demand  bonds,  are  recorded  as  current 
liabilities  of  the  Enterprise  Fund.  The  INTERCAP  obligations  at  June  30,  1994  and  June 
30,  1993,  are  listed  below  (in  thousands): 

Amount  Interest  Balance  Balance 


Series 

Issued     Range     I 

Vlaturitv     J 

rune  30.  1994    Ju 

ine  30.  1993 

1987 

$  6,500  Variable 

1995 

$     750 

$  1,920 

1988 

5,000  Variable 

1996 

1,530 

2,300 

1991 

5,000  Variable 

2001 

4,920 

4,925 

1992 

6,500  Variable 

2005 

6,385 

6,470 

1994 

7,500  Variable 

2009 

7,500 

0 

Total  INTERCAP  Debt 

$30,500 

21,085 

15,615 

Current  Portion  of  Long  Term  Bonds/Notes  Payable 

3.075 

2,013 

Total  Current  Bonds/Notes  Payable 

$24  J^ 

$17,628 

4.      OTHER  DEBT 

No-Commitment  Debt 

In  this  program,  the  Board  is  authorized  to  issue  stand-alone  industrial  revenue  bonds  as 
no-commitment  debt.  Assets  and  revenues  of  the  borrower  are  pledged  to  repay  the  bonds. 
Because  the  state  has  no  obligation  for  this  debt,  these  bond  issues  are  not  reflected  on  the 
Board's  financial  statements.  Bonds  issued  by  the  Board  as  no-commitment  debt  are  listed 
below  (in  thousands): 

Amount         Balance  Balance 

Project  Issue  Date  Issued      June  30.  1994     June  30.  1993 


Butler  Creek 

July,  1985 

$       350 

$          34 

$        74 

Farmers  Union 

August,  1985 

3,925 

3,925 

3,925 

Montana  Progress 

December,  1985 

5,000 

0 

2,694 

Winter  Sports 

December,  1985 

3,200 

350 

700 

Bozeman  Holiday  Inn 

October,  1987 

4,485 

3,935 

4,045 

Colstrip 

October,  1989 

60,800 

60,800 

60,800 

Yellowstone  Energy  (BGI)  July,  1993 

118.345 

118.345 

0 

Total  nn-rommitment  dehl 

t 

$196,105 

$187,389 

$72,238 
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Payroll  Tax  Bonds 

On  July  15,  1991,  the  Board  issued  $142,095,000  in  Payroll  Tax  Bonds  (Workers 
Compensation  Program  Series  1991).  The  Series  1991  Bonds  are  limited  obligations  of 
the  State  of  Montana,  payable  solely  from  and  secured  by  certain  payroll  tax  revenues. 
The  bonds  are  not  general  obligations  of  the  Board,  the  State  of  Montana,  the  Montana 
State  Compensation  Insurance  Fund,  or  any  political  subdivision  of  the  state,  and 
neither  the  faith  and  credit  nor  the  general  taxing  power  of  the  state  is  pledged  to  the 
payment  of  the  principal  or  interest  on  the  bonds. 

Because  the  bonds  are  payable  solely  from  and  secured  by  certain  payroll  tax  revenues 
and  are  not  general  obligations  of  the  Board,  the  Payroll  Tax  Bonds  are  not  recorded  in 
the  Board's  financial  statements.  The  Payroll  Tax  Bonds  and  related  debt  service  fund 
activity  are  reported  on  the  Montana  State  Compensation  Insurance  Fund  financial 
statements. 

These  bonds  were  issued  to:  a)  provide  funding  for  the  Montana  State  Compensation 
Insurance  Fund's  liability,  with  respect  to  the  cost  of  administering  and  paying  claims 
for  injuries  resulting  from  accidents  that  occurred  prior  to  July  1,  1990  that  are  subject 
to  the  Montana  Worker's  Compensation  Act  and  the  Occupational  Disease  Act  of 
Montana;  b)  fund  a  debt  service  reserve:  and  c)  pay  the  cost  of  issuance  for  the  Payroll 
Tax  Bonds. 

Variable  Rate  Payroll  Tax  Bonds 

On  October  27,  1993,  the  Board  issued  $32,500,000  in  Variable  Rate  Payroll  Tax  Bonds 
(Workers'  Compensation  Program  Series  1993).  The  Series  1993  Bonds  are  limited 
obligations  of  the  State  of  Montana,  payable  solely  from  and  secured  by  certain  payroll 
tax  revenues.  The  bonds  are  not  general  obligations  of  the  Board,  the  State  of 
Montana,  the  Montana  State  Compensation  Insurance  Fund,  or  any  political  subdivision 
of  the  state,  and  neither  the  faith  and  credit  nor  the  general  taxing  power  of  the  state  is 
pledged  to  the  payment  of  the  principal  of  or  interest  on  the  bonds.  The  bonds  are 
being  issued  with  a  pledge  of  and  Hen  on  the  pledged  amounts  on  a  parity  with  that  of 
the  $142,095,000  Payroll  Tax  Bonds  (Workers'  Compensation  Program  Series  1991). 

Because  the  bonds  are  payable  solely  from  and  secured  by  certain  payroll  tax  revenues 
and  are  not  general  obligations  of  the  Board,  the  Variable  Rate  Payroll  Tax  Bonds  are 
not  recorded  in  the  Board's  flnancial  statements.  The  Variable  Rate  Payroll  Tax  Bonds 
and  related  debt  service  fund  activity  are  reported  on  the  Montana  State  Compensation 
Insurance  Fund  financial  statements. 

5.   NET  LOSS  IN  THE  ENTERPRISE  FUND 

The  fiscal  year  1993  net  loss  in  the  Enterprise  Fund  is  attributable  to:  a)  a  revenue 
decrease  of  approximately  $264,000  in  bond  issue  fees;  b)  a  decrease  in  investment  earnings 
related  to  lower  interest  rates  in  the  market;  and  c)  an  expenditure  increase  of  $291,701 
associated  with  the  recording  of  arbitrage  rebate  tax  expense. 
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6.  PRIOR  PERIOD  ADJUSTMENT 

The  fiscal  year  1993  prior  period  adjustment  of  $342,795  refiects:  a)  a  net  adjustment  of 
$291,257  to  record  the  underwriter's  discount  and  good  faith  deposit  as  capitalized  cost  of 
issuance  and  related  amortization;  b)  $51,935  to  correct  investment  book  values  in 
converting  from  a  manual  to  an  automated  system;  and  c)  $(397)  in  miscellaneous 
corrections. 

7.  MISCLASSinCATION 

As  of  June  30, 1993,  cash  equivalents  amounting  to  $1,501,485  were  previously  misclassified 
as  short  term  investments.  For  comparative  purposes,  the  June  30,  1993,  short  term 
investments  have  been  restated  from  $8,334,288  to  $6,832,803.  The  cash  equivalents  of 
$1,501,485  have  been  combined  with  cash  in  treasury  of  $5,535  and  cash  with  fiscal  agent 
of  $41,160  for  a  June  30,  1993,  cash  and  cash  equivalents  total  of  $1,548,180. 
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Agency  Response 
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MONTANA 
DEPARTMENT  OF  COMMERCE 

Board  of  Investments 

555  Fuller  Avenue     PO  Box  200126 

Helena,  MT    59620-0126 


Phone: 

FAX: 

TDD: 

Rate  Line 


(406)444-0001 
(406)449-6579 
(406)  444-2978 
(406)  444-3557 


January  17,   1995 


Scott  A.   Seacat 

Office  of  the  Legislative  Auditor 

Room  135,  State  Capitol 

P.O.  Box  201705 

Helena,  MT     59620-1705 

Dear  Scott: 


'ill! 


n  1 


i^  S  il  li  W  12  {,;; 


1  i !  .  ■'■ 


'  9  1995     '  '•■ ' 


-"•.;*^r-; 


We  have  reviewed  your  recommendations  resulting  from  the  audit  of  the  Board 
of  Investments  (Board)  for  the  fiscal  year  ended  June  30,  1994,  and  submit  the 
following  responses: 

Recommendation  #1 

We  concur.  The  STIP  application  form  will  be  modified  to  require  that  the 
agency  responsible  for  the  account  refer  to  the  section  of  state  law  authorizing 
the  account  to  retain  its  interest  earnings. 

Recommendation  #2 

We  concur.  Board  staff  will  work  with  the  Department  of  Revenue  and  the 
Department  of  Natural  Resources  and  Conservation  to  determine  if  all  or  a 
portion  of  these  two  funds  could  be  invested  in  longer-term  investments. 

Recommendation  #3 

We  concur.     The  CRP  notes  will  be  limited  to  five  years. 

Recommendation  #4 

We  concur.  Rent  expenses,  which  were  allocated  incorrectly  at  fiscal-year  end, 
have  since  been  allocated  correctly. 
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Recommendation  ^5 

We  concur.  Staff  shortages  and  staff  turnover  contributed  to  accounting  problems 
in  the  Enterprise  Fund.  Board  staff  will  attempt  to  identify  and  correct  errors 
prior  to  the  end  of  the  fiscal  year. 

Recommendation  #6 

We  concur.  An  internal  policy  is  being  developed  to  ensure  that  only  authorized 
employees  have  access  to  the  Board's  Local  Area  Computer  Network  (LAN)  and 
the  custodial  bank's  accounting  system. 

Recommendation  #7 

We  concur.  The  transition  to  a  new  accounting  system,  staff  shortages,  and  staff 
turnover  caused  several  problems  during  the  last  part  of  the  fiscal  year.  Board 
staff  has  a  better  understanding  of  the  new  accounting  system  and  has  written 
electronic  reports  to  "download"  pertinent  accounting  data  directly  into 
reconciliation  spreadsheets.  Reports  have  also  been  written  to  "download" 
accounting  data  from  the  state  accounting  system  into  the  same  spreadsheets  for 
comparison  purposes. 

Recommendation  #8 

We  concur.  Ideally,  Board  staff  would  like  to  complete  financial  statements 
within  60  days  of  fiscal  year-end.  A  better  understanding  of  our  new  accounting 
system,  combined  with  less  staff  turnover,  should  permit  us  to  reduce  the  time 
required  to  complete  financial  statements. 

We  compliment  the  audit  staff  for  completing  a  complex  audit  in  a  professional 
manner.     Their  review  and  comments  were  greatly  appreciated. 


Sincerely, 


Carroll  South 
Executive  Director 
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